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PREFACE. 



This volume is composed of three discussions of 
questions involved in the ownership, operation and 
proper regulation of municipal public service indus- 
tries, which were written for different occasions. They 
are reproduced without change and are published with 
a full index, to facilitate an examination of the ele- 
ments of the subject and a study of it in its entirety. 
Tlie discussions are printed in the inverse order of 
their date, because a system of regulation is pro- 
posed in the discussion last written which it is be- 
lieved will effect a satisfactory settlement of all ques- 
tions pertaining to public service industries. By pre- 
senting this system first, busy men can get at the 
definite proposals at once. If not completely satisfied 
that the proposed system is right and just, they can 
make a critical exaAiination of the whole subject and 
a thorough study of the principles upon which the 
proposals are based. 

In these discussions the problem of the ownership, 
operation and proper regulation of public service in- 
dustries is studied from the standpoints of taxpayers, 
users of the services, employes and investors. It is 
believed that the system proposed will operate with 
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equal justice for each class in interest, and that the 
longer it is operated the more serviceable and better 
appreciated it will become. With the view of render- 
ing the system permanent, provisions are contained in 
it for the readjustment, at short periods, by clearly 
defined procedure, of every feature that may be af- 
fected by any change of general conditions, so that 
all cause of friction may be avoided or overcome. 

The system proposed gives full application to the 
best features found in propositions made by municipal 
ownership advocates, and also by those who urge the 
advantages of private ownership and operation. The 
adoption of this system in its entirety will place every 
public and private interest involved on a stable basis 
that will endure, because it will be satisfactory. Every 
dispute between municipalities and public service 
corporations can be settled to the satisfaction of both 
parties by the adoption of the proposals herein con- 
tained, provided each party is willing to make a settle- 
ment that will conform with the requirements of cor- 
rect economic principles uninfluenced by any other 
consideration. For this reason it is hoped that this 
presentation of the subject will be carefully studied by 
taxpayers, users of public services, town and city offi- 
cials, members of councils and state legislatures; also 
by managers, directors and investors in public service 
industries, and by all who desire to promote the public 
welfare. 
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PART I. 



'NO POLITICS BUT THE CITY'S GOOD.' 



How SHOULD THE FRANCHISE 

QUESTION BE Settled? 



A PAPER SUBMITTED TO THE 

LEAGUE OF ILLINOIS MUNICIPALITIES, 

March i, 1899. 
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CITY OF PEORIA. ' 

Mayor's Office. 

Peoria, III., Feb. 15, 1899. 
John Warner, Mayor. 

Allen R. Foote, Esq., Takoma Park, D. C. 

Dear Sir: — A call has been issued for a State Con- 
vention of Illinois Municipalities to be held in this city, 
March i and 2, 1899. 

You are undoubtedly informed as to the great pub- 
lic interest that has been aroused in this State by en- 
actments relating to franchises for street railroad cor- 
porations, which the people beHeve to be subversive 
of their interests. This makes the question of proper 
franchises for public service corporations an issue of 
vital importance, and one that will inevitably receive 
much attention at the convention of municipalities 
about to be held in this city. 

Knowing that you have been writing upon this sub- 
ject for several years, and believing you to have studied 
it closely, I invite you to attend this convention, and 
to prepare a paper to be read before it in which you will 
give your views as to how this franchise question 
should be settled. 

Kindly advise me at your earliest conveniencce if it 
will be possible for you to prepare a paper on the sub- 
ject indicated, and to read it before the convention. 
You will recognize the necessity of having a program 
for the convention completed at an early date. 
Yours truly, 

JOHN WARNER, Mayor. 
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'NO POLITICS, BUT THE CITY'S GOOD; 



HOW SHOULD THE FRANCHISE QUESTION 
BE SETTLED? 



INTRODUCTORY. 
Mr. Chairman and Gentlemen: 

The question you have requested me to answer pre- 
sents the most difficult and important problem now 
demanding solution by the citizens of this Republic. 
The widest known and ablest citizen might well shrink 
from the task of formulating the answer for which 
you ask. I certainly should hesitate to undertake 
it did I not feel that ten years devoted to a special 
study of the subject has been a fitting preparation 
for the responsibility I have assumed in accepting 
your invitation. But once before have I felt the inspira- 
tion of a responsibility commensurate with the one 

S 
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6 INTEODUCTORi'. 

I have accepted in responding to your request to give 
my views on this question in behalf of what I be- 
lieve to be right and just; for the good of the people 
and the welfare of our country. 

In 1861 I marched from my home in response to 
the call of our President, to do my duty in defend- 
ing the unity and honor of our government, the rights 
and liberties of our people. One year afterward, stand- 
ing under the folds of the flag presented to my regi- 
ment by the patriotic women of 1861, I was struck 
down by a Confederate's bullet. Fourteen out of 
sixteen of the color guard were killed or wounded 
within as many minutes that day. But the flag did 
not fall. Every man who wore the Blue did his 
full duty, "That a government of the people, by the 
people, for the people, might not perish." 

I was of the men who stood behind the guns in 1861 ; 
I am of the people now. For ten years I have devoted 
myself to the study and discussion of the economic 
principles involved in the organization and control of 
public service industries, a subject which I find has 
now reached an acute development in your state. I 
have cultivated the acquaintance and closely studied 
the views of the managers of every class of public 
service corporations. I count among my warmest 
friends the ablest advocates of the municipal ownei"- 
ship and operation of one or of all public service in- 
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INTEODUCTORY. 7 

dustries, and have diligently analyzed their demands. 
Overshadowing both of these, I have listened with 
acute sympathy to the voices of a great, generous, 
honest-hearted people, who desire only justice for 
themselves and who desire to be just to others. 

You have called me to perform a duty. You de- 
mand of me the truth. I will declare the truth to 
you, as God has given me the ability to see and under- 
stand it. In doing this my words seek audience with 
your reason; they seek companionship with your 
hearts. If they satisfy your reason and your hearts that 
what I say is right and just my duty will be well done. 
The duty of and responsibility for rigljt action will 
then be yours. 

How should the franchise question be settled? But 
one answer can ring true to the sense of right and 
justice in the reason and heart of every citizen of 
this Republic who is worthy of its citizenship. That 
answer is, "It should be settled in the interests of all 
the people." Until it is so settled agitation must con- 
tinue. God's justice is done only when man is just 
to man: Any law or ordinance enacted to secure a 
settlement of this question that is unjust to the people 
cannot endure. All the forces of the universe that 
make for the good are pledged to its destruction. 
This question will never be permanently settled un- 
til it is settled right. To accomplish this purpose 
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8 RIGHT TO OWN PROPERTY. 

we must first determine what the requirements of jus- 
tice for the people are, and then we must find a way 
to apply these requirements to existing conditions. 
To this task I ask your attention. 

THE RIGHT TO OWN PROPERTY. 

The civilization of to-day is founded upon a con- 
ception of justice which declares it to be the natural 
right of every laborer to own and use as he pleases 
the products of his labor. This right is limited by 
the requirement that it shall be exercised with a 
due regard for the same right recognized as the nat- 
ural endowment of others. In isolation there is no 
property. As soon as a man becomes associated with 
others his natural right to do as he pleases with his 
own is limited by that fundamental principle of jus- 
tice which requires that all property shall be owned 
and used with a due regard for the rights of others. 
Rights to the ownership and use of property are not 
vested rights. They are not absolute. They are 
granted and they may be taken away by the consent 
of society. 

Property consists of all things of value which may 
be owned by the consent of society, given in recog- 
nition of its conception of the principles of justice. 
The property quality of things of value is created by 
the consent of society practically expressed through 
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EIGHT TO OWN PROPERTY. 9 

the means it employs to protect owners in their' right 
to possess, enjoy and dispose of that which they may 
legally own. I say consent of society, because nothing 
can be property to the ownership of which there is no 
social consent or contract to protect anyone's right 
to possession. 

In a final analysis it is clear that the ownership 
of all property is protected, not by constitutions, en- 
acted laws or decisions of courts, but by the con- 
sent of society based on its conception of the princi- 
ples of justice. Changes in the popular conception 
of these principles or of their proper application may 
cause existing constitutions, enacted laws and court 
decisions to be out of harmony with the popular be- 
lief as to what is right and just. Such a change will 
cause existing conditions to appear unjust. A people 
stung to the quick by a sense of injustice, believing 
themselves to be the victims of unjust laws, and un- 
just administration of laws, or of an unjust 
commercial or financial system, will not cease 
to agitate, nor ought they to cease to agitate, until 
every change is made that is necessary to bring the 
constitutions and enacted laws upon which court de- 
cisions are based into strict accord with their new 
conceptions of the principles -^f iu^'tice. 

Whenever a change occurs in the popular concep- 
tion of the principles of justice, either through a clearer 
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10 RIGHT TO OWN PROPBKTY. 

understanding, or a misunderstanding, of moral and 
economic principles, and by reason of such changes 
society withdraws its consent to the ownership of any 
class of property, all chattels so affected cease to be 
property. Against the destruction of property by 
such a cause owners of property have no defense. 
When a popular verdict has once declared that the 
right to own a certain thing or class of things shall 
cease, owners of such property are powerless to main- 
tain their right to ownership even though they defend 
it with their lives. This fact has an epoch-making 
illustration in the destruction of property in slaves 
caused by the withdrawal of the consent of society 
to such ownership, voiced and made effective by the 
emancipation proclamation issued by Abraham Lin- 
coln, President of the United States. 

The natural law of justice is superior to all consti- 
tutions, all enacted laws, all court decisions. It is 
uninfluenced by the opinions or actions of men. It is 
the only changeless standard. Rightly understood 
and obeyed it will enable all men to realize the high- 
est attainable good. Disregarded, whether through 
ignorance or through immoral intelligence, it punishes 
with imperious and merciless exactness evei-y step of 
divergence from a true course. 

Justice is born of honesty and intelligence. Hoit- 
esty is the image of God in the hearts of men. Intelli- 
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RIGHT TO OWN PEOPBRTY. H 

gence is a condition of mind. Granting the presence 
of honesty in the hearts of the people, their lack 
of knowledge as to how to obtain justice and their 
failure to secure justice must be ascribed to defective 
intelligence. Honesty will cause all men to wish to 
do justice, but they will measure the justice they 
do by their own standard, by their conception or 
understanding of the principles of justice. If the 
action of any man is unjust, the cause of his unjust 
acts must be deficient honesty or defective intelligence. 
As all whose opinions are worthy of consideration 
claim to be honest, attention need be directed only 
to their mental development. 

The avowed object of all honest anarchists, socialists 
and of reformers of every class of opinion and degree of 
intelligence; the dreams of all philosophers, poets 
and prophets; the teachings of every professor of eth- 
ics, morals and economics; the mission of all govern- 
ment and of all religion, is to cause men everywhere 
to understand the principles o^ justice, to incarnate 
them in their lives as a controlling motive power and 
force, inspiring and guiding their actions. All efiforts 
of the past; all agitations of to-day; all hopes of the 
future having as an objective point the betterment of 
the whole of humanity, morally, socially and econom- 
ically, may be rightly interpreted as a demand for jus- 
tice. Every cause for discontent, every political issue, 



Digitized by Microsoft® 



12 RIGHT TO OWN PBOPBETY. 

will be permanently and satisfactorily removed or set- 
tled when all men recognize that so far as human agen- 
cies in the affairs of men are operative justice is done. 
A review of the past, a careful summary of the present 
aspect of all public questions, teaches and emphasizes 
one fact: The people want justice hut they do not know 
how to obtain it. 

Reference is made to these fundamental pirinciples 
because, while there is an apparent agreement regard- 
ing them, there is a wide disagreement as to what is 
necessary to be done to secure justice for the people. 
This fact proves that there is either a failure in hon- 
esty of purpose in seeking a correct application of 
these principles, or that there is a failure in in- 
tellectual ability to discern when a proposed policy 
involves a departure from them. 

All honest persons are in unquestioned agreement 
on the following propositions: 

1. A laborer is entitled to own and enjoy, unmo- 
lested, the products of his labor, the wages he receives, 
the profit he may save. 

2. A person who permits others to use his prop- 
erty is entitled to the return of his property unim- 
paired and payment for its use. 

3. Private property shall not be taken for the ben- 
efit of public or private users by authority of law, 
without fair compensation paid to its owners. 
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RIGHT TO OWN PKOPERTY. X3 

4. Public and private users of a service rendered 
by others have no right to use such service without 
paying a reasonable price therefor. 

This is justice. Any attack upon these propositions, 
whether ignorantly or intelligently made, is an attack 
upon the right to own property. It is an attack upon 
the freedom of laborers. It must be so recognized 
and dealt with by all honest persons before the people 
can obtain justice. 

When a laborer cannot own and enjoy, unmolested, 
the profits of his labor, he cannot avoid becoming a 
slave. His only means of releasing himself from the 
law of necessity is his power to labor and the right 
to own the products of his labor. 

When the popular conception of justice is so im- 
perfect as to permit one to use the property of another 
without paying for its use, all inducement to produce 
more than is consumed will be eliminated, and the 
generative force that creates property will be destroyed. 

When property rightly obtained can be taken by 
authority of law for a social or public use, or for the 
benefit of private users, without fair compensation, 
government will cease to protect the right to own 
property, it will become the robber of private owners, 
and will relapse into an irresponsible tyranny, although 
it may still be called "a government of the people, 
by the people." 
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14 DNJUST DISTRIBUTION. 

When in popular belief it is declared to be right 
for public or for private users to use services rendered 
by others without paying a reasonable price therefor, 
laborers will receive only the compensation of slaves. 

UNJUSrP DISTRIBUTION OF PROPERTY. 

There is no popular complaint against the principles 
of justice here declared. All discontent has its origin 
in a belief that these principles are not properly ap- 
plied to the distribution of property created by the 
joint use of the labor and capital of many persons. A 
proof of this charge, that satisfies the reason of a 
majority, is found in the enormous wealth of a few 
and the comparative poverty of the many. 

The, people believe a great wrong is being done; 
that the masses are not getting a fair share of the 
property their labors produce; that they are being 
robbed. While they believe this, who can blame them 
for seeking a means of putting a stop to the wrong, for 
wanting to prevent further robbery? I cannot. I will 
help them do it. 

While the term "robbery" is freely used, it is 
charged that the robbing has been done legally. The 
law punishes illegal robbers. The law creates legal 
robbers. Who enacted the law? This question gives 
full force to a fundamental truth. "A government of 
the people, by the people," is powerless to benefit 
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UNJUST DISTRIBUTION. 15 

the people in any greater measure than the honesty 
and intelligence with which the people govern. Where 
is the fault in the law? How shall it be corrected? 

A just distribution of property is demanded. If 
to-day we succeed in so readjusting the conditions 
under which collectively produced property shall be 
individually distributed for the future so that every 
factor of production will receive its fair share, dis- 
content will cease. The injustice of the past will be 
forgotten. If this be not done the agitation will con- 
tinue. The sense of wrong and injustice will grow 
more bitter, and the day will come when all hope of 
securing justice through enacted laws will be lost. 
An enraged people will then seek release from the 
servitude of wealth by seizing and distributing prop- 
erty by force unguided by reason, or by attempting 
to hold it collectively for the common good. In the 
presence of such a calamity there is but one safe 
course. Every change made in enacted law should 
be made solely for the purpose of rendering its opera- 
tion more just. Every new law enacted should be 
drawn in the interests of all the people, and they should 
be so educated that they will approve of it as being 
right and just. Those who seek to perpetuate past 
abuses by claiming the protection of laws sure a short 
time hence to be pronounced unjust by verdict of the 
people should have a care. Laws are the creation 
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16 DNJDST DISTRIBUTION. 

of public opinion. Safety is not in the law, but in 
a correctly educated public conscience. Those who 
demand a change to overthrow the brutal power of 
wealth should have a care, lest the remedies they 
propose contain more poison than the miasma of 
greed of which they complain. They should not mis- 
take honesty for intelligence. They should know 
that it is not necessary for a person to be dishonest 
in order to be absolutely wrong. More unjust laws 
have been written by the cruel hands of innocence 
and of ignorance than by all other tyrants from whose 
rule humanity has suffered. 

The first blow to stop the unjust distribution of prop- 
erty is apparently aimed at public service corporations. 
That some of these corporations are guilty of an abuse 
of power is true. That all are guilty is false. The 
laws under which these corporations are incorporated 
and are operating do not properly protect the inter- 
ests of the people, ror of the corporations. These cor- 
porations as they now exist must be removed from the 
pathway of progress. The guilty and the innocent 
must alike give place to the incoming of a new order of 
things, in which no robber baron shall have a place 
that will permit him to prevent the entire benefits of all 
mechanical improvements, all increments from growth 
of population, all favoring changes in general eco- 
nomic conditions from going unimpaired directly to 
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UNJUST DISTRIBUTION. 17 

the people. This demand is made in the name of the 
people. Recognizing the requirements of justice, that 
laborers are entitled to the profits of their labor; that 
those who use property belonging to others should 
pay for its use; that property taken for the benefit of 
public and private users should be fairly paid for, and 
that public and private users of services should pay a 
reasonable price therefor, the advocates of the peo- 
ple's rights demand that all public service industries 
shall be owned and operated by the people, for the 
people, to the end that all benefits collectively pro- 
duced shall be individually distributed in accordance 
with the requirements of justice. Before deciding that 
this is the best solution of the franchise question that 
can be found, it is necessary to examine the conditions 
under which municipal ownership and operation must 
be undertaken, if it is to be successful, and 
to discover whether or not such an industrial 
system correctly applies those principles that 
are universally accepted as being right and just. If it 
does not, then there must be fatal defects in the sys- 
tem which will prevent it from correcting the existing 
injustice in the distribution of property. 
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18 IS MUNICIPAL OWNERSHIP CORRECT? 

IS MUNICIPAL OWNERSHIP AND OPERA- 
TION A CORRECT SOLUTION OF THE 

FRANCHISE QUESTION? 
Property can be owned collectively, but an industry 
cannot be operated without an organization. The de- 
termination of public policy may be declared by a di- 
rect vote of all the people, or by vote of their repre- 
sentatives in municipal councils and state legislatures. 
This is the legislative function. To carry their de- 
clared policy into effect, however, the people must act 
through constituted agents clothed with executive 
power. This is the administrative function. When 
the people own a local public service industry, they 
must place its operation under the administrative man- 
agement of their municipal government and depend 
upon the efficiency of this agent to realize the best 
obtainable economic results; or they must lease the 
right to operate to an individual, partnership, or cor- 
poration, under contract, the terms of which will se- 
cure for the people all the advantages they can justly 
claim, and guarantee to their operating agent an op- 
portunity to secure fair compensation for the use of its 
capital and the responsibilities and risks it assumes. In 
the first instance, the people furnish all the capital, as- 
sume all the responsibilities and risks of management, 
and secure for themselves the full measure of all ad- 
vantages and profits that their agent can earn for them. 
In the second instance, the people furnish the oppor- 
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REGULATING MDNIOIPAL OWNERSHIP. 19 

tunity to operate the industry, grant the right to make 
special use of their public possessions for its purposes, 
and define limits beyond which all advantages and 
profits shall belong to the people, and within which 
they shall belong to the operating agent. Through 
which of these systems can advantages and profits pro- 
duced by the agent of the collective interest be secured 
in largest measure and justly distributed for the indi- 
vidual benefit of all citizens? If my friends who advo- 
cate municipal ownership and operation are right, it 
must be made certain that all conditions under which 
municipal ownership and operation is authorized and 
undertaken are intelligently designed to insure its suc- 
cess, and that none of these conditions shall unjustly 
destroy or abridge any individual right. While indi- 
vidual rights are limited by a due regard for the simi- 
lar rights of others, the collective right is limited, by 
the same rule of justice, by a due regard for the similar 
rights of individuals. Justice cannot be established 
by substituting collective injustice for individual or 
corporate injustice. If justice is ever established 
it will be through the doing of justice by the collective 
government, by corporations, and by all individuals. 

FRANCHISES REGULATING MUNICIPAL 
OWNERSHIP AND OPERATION. 
The first condition of success for municipal owner- 
ship and operation is determined by the franchise 
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under authority of which municipalities are permitted 
to undertake such enterprises. 

Franchises should be granted to municipalities by a 
general state law, uniform in its provisions for every 
town and municipality. This law should constitute 
every incorporated town and city a legal corporation 
.'or llie purpose of rendering industrial public services, 
and clothe them with power to own and operate in the 
name of and for the benefit of the municipality and of 
its inhabitants, one or all public service industries, 
whenever such a policy is determined upon by a ma- 
jority vote of all registered municipal voters. 

This law should require: 

1. That every public service industry owned by a 
municipality shall be owned and operated as a monop- 
oly in order to secure for the people all benefits deriv- 
able from natural monopolies. 

2. That municipalities deciding to transfer a public 
service industry from private to public ownership shall 
take possession of all existing property, by whomever 
owned, then being used for the purpose of rendering 
such service, under proceedings for the exercise of 
the right of eminent domain, or by arbitration, if so 
mutually agreed upon with the owners of said property. 

3. Municipal authorities to dedicate pubHc posses- 
sions to and to take private property for the special 
use required for the effective rendering of the service. 
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and to adjust the distribution of special burdens or 
benefits created thereby, by an assessment of damages 
or benefits on the private property afifected, as for 
other public improvements. 

4. The taxation of all private and public users of 
the service on the basis of the cost of the service used 
plus such profit, if any, as the municipal council may 
determine; and that no service shall be furnished to 
a public or a private user free of charge, or at a price 
less than the full and entire costs of ownership and 
operation. 

5. Every municipality to include in all statements 
of cost made to determine the price to be charged to 
public and private users for service rendered: 

(a) Interest on the entire investment at the rate 
paid by the municipality on its bonded debt. 

(b) The cost of insurance against loss by accidents 
of all kinds. 

(c) The, value of municipal taxes relinquished by 
reason of municipal ownership. 

(d) The amount of state taxes paid. 

(e) The cost of insurance against the impairment 
of investments by reason of depreciation from use and 
improvements in mechanical arts. 

(f) The cost of all material consumed. 

(g) The cost of all salaries and wages paid for ad- 
ministration and operation. 
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(h) The cost of all sundry expenses not other- 
wise classified and included. 

6. An addition to cost, for the purpose of determin- 
ing selling price, of a sufificient annual provision for a 
sinking fund to fully pay at their maturity all bonds 
issued on account of the industry. 

7. All municipalities to keep books of account for 
each public service industry owned and operated by 
them, in the form prescribed by the state, and to 
subject the same to an audit whenever required by 
a duly authorized officer of the state. 

8. The creation of a competent Board of Munici- 
pal Regulation, which shall have immediate supervision 
of and be responsible to the municipal council for all 
details of administration and operation. Said board 
shall determine all questions of engineering, mechan- 
ical and operating details, and shall report to the mu- 
nicipal council at stated periods all information neces- 
sary for its guidance in deciding questions of public 
policy pertaining to the service. 

9. All employes shall be protected in their right 
to employment by civil service regulations which shall 
provide that no employe shall be discharged without 
cause, set forth in a written statement signed by the 
officer ordering the discharge, and after a proper op- 
portunity to be heard in his own defense. 

10. The municipal council shall determine the rates 
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to be charged public and private users for services 
rendered to them, for periods of five years, and shall 
provide that all services rendered to any municipal 
department, or to the municipality in any way, shall 
be estimated and paid for at the price fixed, out of 
appropriations for such department, or for the gen- 
eral expense of the municipality. 

II. The municipal council, on the recommenda- 
tion of the Board of Municipal Regulation, may lease 
to a private person, partnership or corporation the 
municipal franchise and property then used for the 
purpose of a public service industry owned by the mu- 
nicipality, on terms that will secure to the municipality 
all the benefits of municipal regulation provided for 
in the act, and the additional advantages of employ- 
ing private capital, for which interest on the entire 
investment shall be paid at the same rate per cent, 
as the municipality is at that time paying on its bonded 
debt, and all responsibility and risks of management 
to be assumed by the lessee, in consideration of the 
determination of rates for periods of five years, to be 
charged by said lessee for services to be rendered to 
public and private users, on the basis of cost as herein 
provided, plus a profit calculated at twice the rate 
per cent, of interest then paid by the municipality 
on its bonded debt, such lease to terminate at the 
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expiration of any period of five years, at the option 
of the municipality. 

12. To reimburse the state for the loss of taxes 
relinquished by reason of municipal ownership and 
for the expense of supervision and auditing munici- 
pal public service accounts, and for the publication 
in an annual volume by the state, which is hereby 
required, in form to facilitate reliable comparisons, 
of the reports of all municipal public service indus- 
tries, each municipality shall pay to the state an annual 
tax of one per cent, on its gross receipts from the sale 
of service to public and private users. 

These requirements are flesigned to develop the 
highest attainable degree of efificiency for municipal 
governments, the agent to which the people must in- 
trust the administration of their pubHc service indus- 
tries when they adopt the policy of municipal owner- 
ship and operation. 

It is only through expert and honest management, 
the just individual distribution of the burdens of pro- 
viding the required investment, and of the costs, re- 
sponsibility and risks of ownership and operation, and 
by the just distribution of benefits collectively earned, 
that the people can hope to realize from municipal 
ownership and operation the full measure of the ad- 
vantages they seek. 



Digitized by Microsoft® 



NATURAL MONOPOLIES. 25 

FUBIJIC SERVICE INDUSTRIES ARE NATr 
URAL MONOPOLIES. 

That public service industries are natural monopo- 
lies and should be so recognized and dealt with is a fact 
conceded by every intelligent student of the subject. 
The failure to apply the economic law of monopolies 
to these undertakings and to regulate them in accord- 
ance with its requirements is responsible for all the 
evils of which the people justly complain. All at- 
tempts to secure the best services at the lowest prac- 
ticable price for users through the regulative force of 
competition have been, and must always be, as illog- 
ical and abortive as an attempt to quench a fire with 
oil. By what process of reasoning people reach the 
conclusion that a service can be cheapened by divi- 
sion requiring the duplication of plants, service lines, 
equipments and managements, instead of by concen- 
tration, is not intelligible to the mind of the well in- 
formed. The belief that competitors will always fight 
each other and sell service without a profit has no 
justification in human experience. Any business that 
does not earn a reasonable profit must eventually fail, 
p'or this reason there can be no permanency to a 
competition that cuts prices below cost plus a reason- 
able profit, nor any advantage in a divided business 
when such division must increase cost and thus raise 
the basis by which price to users must be determined. 
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The people of any city owning and operating water 
works would receive with derision a proposal to 
cheapen the water service by dividing the industry 
and constructing a special system for each ward, or 
one system for public uses and another for private 
uses. This being true, why should they regard the 
construction of a lighting plant for public uses and 
employ another plant for private uses as a sane propo- 
sition? Or why should they expect advantages from 
the division of any other public service? 

In order that there may be no division of a public 
service industry, no duplication of investments and 
management, no destruction of capital through the 
wastes of a war of competition, and that all benefits 
derivable from a monopoly may be secured by the peo- 
ple, it is necessary, in applying the principle of munici- 
pal ownership and operation, for the municipality to 
take for public use all property then employed in ren- ' 
dering the service. The principle that private prop- 
erty shall not be taken for a public use, or for the bene- 
fit of others, without just compensation, requires that 
this shall be done. The assurance that this principle 
will be fairly applied in every case will go far toward 
destroying opposition to the progress of the municipal- 
ization of these industries, because those owning such 
investments cannot claim vested rights superior to the 
rights enjoyed by owners of other property. It is a 



Digitized by Microsoft® 



SOCIAL BENEFITS. 27 

necessary condition of the sovereignty of the state that 
all property shall be held subject to public use under 
the exercise of its power of eminent domain. The 
delegation of this power to a municipal government to 
be applied to certain classes of property is not the crea- 
tion of a new power; it is the regulation of an existing 
power. The exercise of this power is necessary to 
enable municipaHties to wipe out the mistakes of the 
past and transfer public service industries from pri- 
vate to public ownership, and to consolidate and oper- 
ate them as a unit for the benefit of all the people. 

PUBLIC SERVICE FOR SOCIAL BENEFITS. 

All public services should be primarily designed 
for the social as well as the economic benefit of users. 
One advantage of high importance accruing from mu- 
nicipal ownership of public service industries is found 
in the power proposed to be given to a Board of 
Municipal Regulation to map the city for lines of service ; 
to dedicate public possession to the special uses of the 
respective services; and to minimize the necessary pub- 
lic investment in construction by condemning the right 
of way and assessing damages and benefits on the prop- 
erty affected under the rule of procedure for street im- 
provements. This process of development will cause 
all lines of service to conform to a predetermined plan 
designed to serve all sections of the city equally well, 
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to make the growth of the service and of the city sym- 
metrical, to furnish the service by the most direct 
routes, and to preserve free from the burdens of such 
services, as near as may be, a corresponding system 
of streets, thus contributing greatly to the general com- 
fort and pleasures of the people. This procedure will 
stop '"street grabbing" by corporations for speculative 
purposes. It will end serpentine constructions au- 
thorized, not for the good of the city, but to enable one 
corporation to strike another at as many points as pos- 
sible. It will bring order out of existing chaos in the 
method of locating service lines and dealing with abut- 
ting property-owners. It will give users an oppor- 
tunity to secure some of the benefits derived from in- 
crements of value created by social conditions. 

SERVICE AT COST. 

In applying the principles of justice to the solution 
of questions of public policy, individuals can be con- 
sidered only as members of a class. There are two 
classes of users of public services, private and public. 
In the case of the public user, the taxpayer is the real 
party in interest, as the cost of all publicly used service 
must be paid by taxation. 

To obtain service at cost is the ideal condition for 
users. No user can accept a service at less than cost 
without violating the principle of justice, that forbids 
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the taking of the service or property of one by another 
without giving a just compensation therefor. Com- 
pensation that does not fully cover cost in the case of 
a pubHcly owned service cannot be just. 

If users are to obtain service at cost, all service ren- 
dered must be paid for. No free service can be al- 
lowed. If free service is allowed, those who pay for 
the remainder of the service must pay for the free serv- 
ice. If they do not, the free service must be paid for 
by taxpayers until a way is found of really getting 
something for nothing, or of making one plus nothing 
equal two (1+0=2), a mathematical absurdity. The 
only just individual distribution that can be made of 
collectively earned advantages is by having all service 
assessed and paid for at fixed rates, not less than cost, 
each private user paying for what he uses, and tax- 
payers paying for what the public uses. This is jus- 
tice. 

COST MUST BE FULLY AND CORRECTLY 
STATED. 

It is clear, when the price of a service is based on 
cost, that an understatement of cost must be unjust to 
taxpayers, because it will inevitably create a deficit 
which must be paid by taxation; and that an overstate- 
ment of costs must be unjust to users, because it will 
require them to pay more than the actual cost of the 
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service, and thus create a surplus for the benefit of tax- 
payers. For these reasons the fundamental basis of a 
correct public policy must not be left to the judgment 
of the uninformed, or the caprice of the politically am- 
bitious. It is as clearly the duty of the state to pro- 
tect property-owners, on the one hand, and private 
users on the other hand, from unjust exactions by 
municipal authorities through insufficient or exorbi- 
tant charges for public services, as it is to curb the 
greed of corporations, or safeguard property from 
being stolen. The state cannot protect users and 
taxpayers without rigidly requiring that all services 
must be assessed and paid for at cost, plus any profit 
that may be authorized by the people, of whom users 
are in the majority. It must specify all items of cost 
and make the requirement mandatory that all of the 
items must be honestly included in every statement 
made for the purpose of determining cost as a basis for 
price. 

More loss is caused by persons engaged in industrial 
undertakings who do not know how to calculate cost, 
and therefore do not know how to calculate prices 
than by any other fault of judgment. The importance 
of having cost properly calculated is so great an ex- 
planation of the reasons for including in cost every 
item specified is deemed necessary. 
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INTEREST ON INVESTMENT AN ITEM OF 
COST. 

Interest is the wage of capital. Wage is the interest 
of labor. Wage is a guaranteed payment for the use 
of capital, and of labor, without risk of loss or the right 
to share in profit. In recognition of this principle, 
whenever capital is hired for interest only, security is 
given to make its payment certain, and whenever labor 
is employed for an agreed wage, the law makes the 
debt for wages a first lien on the property of the em- 
ployer. 

It is a requirement of economic law that whenever 
the risk of a loss is incurred the margin for making a 
possible gain must sufificiently overbalance the chance 
of loss to justify the venture. The greater the risk of 
loss the larger must be the prospective gain. No 
person has an economic right to invest capital and 
assume the burden and responsibility of its manage- 
ment and without a security against loss, for no 
greater prospective profit than can be obtained by 
loaning the capital on bond and mortgage, without re- 
sponsibility for its management or liability of loss. The 
first care of a savings bank is security for the principal, 
the second care is certainty of the payment of the stip- 
ulated wage-interest. No laborer has an economic 
right to enter an extra-hazardous employment for no 
greater compensation than he can obtain in less haz- 
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ardous occupations. Whenever a risk of loss is as- 
sumed, there must be a corresponding compensation 
for the risk, either in a higher rate of wage, or by a 
share of the expected profit. 

Persons engaged in any kind of business who fail 
to calculate interest on their investment as a part of 
cost deceive themselves as to the cost of doing busi- 
ness or of the product they sell. When they omit in- 
terest from cost, and then call the apparent gain 
"profit," they overstate their profit by the amount 
that should have been charged off as interest. This 
error leads many to suppose they are making a 
profit, v/hen the fact is they are only earning inter- 
est and are making no profit. They could secure 
the same result by withdrawing their capital from 
business, loaning it on bond and mortgage with am- 
ple security for the payment of the principal and in- 
terest, and have no responsibility for or labor to per- 
form in connection with its management. Those who 
unintelligently omit interest from cost understate 
cost. This leads to the underselling of those who 
calculate cost properly, a season of doing business 
without a profit, and ultimate failure; or, on the other 
hand, it leads to an overstatement of profits, which" 
induces an unjustified extension of the business; cre- 
ates pressure for cutting down prices under the im- 
pression that proifits are abnormally large; induces 
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Other capitalists to enter the field and begin a war 
of competition; develops an era of overconstruction 
and overtrading, to end in panic and disaster. It 
is the duty of the state to forbid unsound financial 
methods in financing municipally owned industries. 
The payment of interest on investment and wages 
for labor is required by the principle of justice that 
forbids one to use the property or the service of an- 
other without paying a just compensation therefor. 
In the case of municipally owned and operated indus- 
tries, capital is employed for the benefit of the users 
of the service. The application of the principle of 
justice requires that users shall pay for the use of the 
capital employed for their benefit by including inter- 
est for its use in the cost of service for which they 
are to pay. It is not difficult to get this demand con- 
ceded in the case of payment of interest on bonds issued 
to secure capital to cover the investment. It is more 
difficult to cause its justice to be understood and 
acknowledged for that part of the investment that is 
obtained from taxpayers. 

INJUSiTTCE TO TAXPAYERS. 

At this point attention must be called to the rela- 
tion of taxpayers to the public policy of the municipal 
ownership and operation of public service industries. 
Public ownership means the substitution of compul- 
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sory for voluntary investments. Every dollar taken 
from taxpayers for investment in municipally owned 
industries is confiscated. It is taken in violation of 
the principle of justice that requires just compensa- 
tion for private property when taken for a public use, 
or the use of others. Every dollar collected from tax- 
payers for such purpose is socialized. It is used for 
the benefit of the public and for others without giv- 
ing to the taxpayer any compensation whatever. If 
the taxpayer uses the service — many taxpayers do 
not because they are nonresidents — he must pay for 
it the same as all other users pay. He secures ho 
compensation or benefit as a user for having con- 
tributed to the investment. Some will argue that tax- 
payers receive indirect compensation for the money 
paid as taxes on account of the public ownership of 
the industry, through the increased value of their 
property due to the social and economic advantages 
created by the public service. This argument has no 
foundation in fact, because the increase in value of 
property from this cause would be just as great if 
the service was supplied by a private corporation re- 
quiring not one dollar of the taxpayer's money. In 
comparison with private ownership and operation, 
municipal ownership and operation cause an abso- 
lute loss to every taxpayer, without any com- 
pensating benefit whatever, of every dollar ex- 
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acted from him by the arbitrary power of tax- 
ation to provide capital for investment in a mu- 
nicipally owned industry. Taxpayers as individuals 
lose the principal invested and therefore lose the in- 
terest such principal would earn for them if depos- 
ited in a savings bank. This fact does not furnish 
a reason for not including in cost interest on that 
part of a public investment paid by taxation; it em- 
phasizes the reason for doing so. If taxpayers, as 
individuals, are unjustly despoiled of a part of their 
property for the public benefit, and are deprived of 
any compensation for the use of their capital in per- 
petuity, taxpayers as a class are certainly entitled 
to the small modicum of compensation that may be 
secured through the collection of interest on the tax 
paid investment and devoting the income so derived 
to the reduction of general taxation. 

The injustice to taxpayers involved in most of the 
proposals to socialize public service industries is strik- 
ingly illustrated by contrasting the difference between 
the treatment of taxpayers and bondholders. The 
taxpayer's dollars are taken by arbitrary power and 
his right of ownership in them destroyed by the with- 
drawal of the consent of society to such ownership. 
The dollars of the taxpayer are socialized by the arbi- 
trary extinction of the right of private ownership 
and thereafter are held and used as social capital. Not 
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only is no compensation given by society to the tax- 
payer for his property, but he is denied the right to 
any compensation for its use. Taxpayers lose their 
principal and they lose the interest that principal 
would earn if invested in bonds. 

The bondholder's dollars are taken by hia volun- 
tary consent and his right of ownership in them is 
acknowledged in the bond he buys. His dollars are 
used by the public but are owned by himself. The 
repayment of the principal and the payment of the 
wage of capital invested by the bondholder are se- 
cured by a mortgage on the taxpayers' property. The 
bondholder takes no risk of losing his property and 
enjoys fair compensation for its use while it is em- 
ployed. If the construction of the works and the, 
rendering of the public service does increase the value 
of the taxpayer's property, it will increase the value 
of the bondholder's property in exactly the same way, 
and to exactly the same degree. If the use of the 
service brings social and economic advantage to users, 
these advantages are enjoyed by taxpayers and bond- 
holders in exactly the same way, and to exactly the 
same degree. No advantage whatever from the use 
of the service comes to taxpayers that does not come 
in equal measure to users and bondholders. Users 
get service at cost, bondholders get service at 
cost, and they hold security for the repayment 
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of their investment and for the annual payment 
of the interest stipulated for its use. Taxpay- 
ers get service at cost, but they lose the principal of 
their investment and are forever deprived of the right 
to exact any compensation whatever for its use. 
More than this, if costs are underestimated, or income 
is not sufificient to fully pay all costs of ownership 
and operation, and there is deficit, or if there is a 
great loss from some uninsured cause, the taxpayer, 
not the user nor the bondholder, must be assessed 
to make good the loss. Why should the principles 
of justice be correctly applied in dealing with users 
and bondholders and violated in spirit and letter in 
dealing with property owners? 

In this analysis it is clearly shown that, unless the 
principles of justice are correctly applied to every detail 
of municipal ownership and operation, and rigidly en- 
forced by authority of the state, the policy of the munic- 
ipal ownership and operation of public service indus- 
tries will open a way in which all private property may 
be and will be socialized. Property owners who see 
in the movement for municipal ownership only an 
attack upon corporations, with which they are greatly 
in sympathy by reason of the corrupting and unjust 
conduct of some corporation managers, will find, if it is 
not rightly guided, that they have taken a viper into 
their bosom, which, when they have warmed its ener- 
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gies into forceful action, will sting them to their death. 
These words of warning are spoken, not in the inter- 
ests of corporations as such, but in the interests of all 
owners of private property, of all industry, of all labor; 
an injustice done to one is an injustice to all. These 
words of warning should be gratefully received by all 
honest advocates of the municipal ownership and oper- 
ation of public service industries, because the injustice 
pointed out can be easily eliminated from their pro- 
gram and their cause will thereby gain the strength of 
an objection overcome. 

INSURANCE AGAINST LOSS BY ACCIDENTS 
AN ITEM OF COST. 

Insurance against losses caused by accidents of every 
kind is one of the marked features of improvements in 
business methods developed almost into an exact 
science during the present century. There is probably 
not a voter, certainly not a city official, who does not 
protect his private interest by buying insurance in some 
of its many forms. The only reason any reference 
need be made to this item of cost is the fact that many 
custodians of public property think it unnecessary to 
insure it, because "the people can afford to carry their 
own insurance." This does not mean the users for 
whose benefit the service is primarily rendered. If a 
loss occurs, requiring the investment of new capital in 
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order to continue the service, no assessment can be 
made upon users. The course of events cannot be 
turned backward to give opportunity to increase the 
price charged for the service, and thus secure from 
users the price they should have paid at the outset. If 
insurable losses cause deficits, taxpayers, not users, 
must make up the amount of the loss, unless the cost 
of insurance is included as an item of cost. 

When it is said "the people can afford to carry their 
own insurance," bondholders are not meant. They 
take no risk of loss. If bonds were secured only by a 
pledge of the property used for the purpose of the in- 
dustry in behalf of which they are issued, bondholders 
would be quick to require an insurance on the prop- 
erty to perfect their security. Insurance would then 
be an item of cost. But while taxpayers' property is 
mortgaged for the payment of the debt, and the secur- 
ity is so ample that the debt will be paid, although all 
the property bought with funds secured by issuing 
bonds should be destroyed, bondholders will not insist 
upon insurance to perfect their security. Unless city 
authorities are required to buy insurance for the pro- 
tection of taxpayers, they will, in some instances, fail 
to do so, and therefore will have no item of insurance in 
cost. In this event they will underestimate cost and 
do an injustice to taxpayers, who must make good all 
losses by selling service to users for less than cost. It 
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is unjust to place such a burden upon taxpayers for the 
benefit of users. 

TAXES RELINQUISHED AN ITEM OF COST. 

When property is transferred from private to pubHc 
ownership it is withdrawn from the list of taxable prop- 
erty and placed on the list of untaxed municipal prop- 
erty devoted to public use. This causes a loss of 
municipal income by the amount of taxes the munici- 
pality would have received had the property remained 
in the hands of private owners. This loss is an item of 
cost directly due to municipal ownership. 

At the present time the importance of this item may 
be understood by taking notice of the widespread and 
earnest discussion of the problem of the amount and 
form of compensation puiblic service corporations 
should pay to municipahties for the privileges they en- 
joy. Whatever this amount may be, it is lost to the 
municipality whenever it takes possession of the indus- 
try, and the general tax levy must be increased by the 
amount of the loss in order to maintain municipal in- 
come. The basis of taxation is narrowed by the value 
of the property withdrawn from the taxable list, but the 
aggregate amount required to be raised by taxation is 
not correspondingly reduced; therefore, the tax rate 
must be correspondingly increased on the property re- 
maining on the taxable list. Here is another instance 
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where an injustice will be done to taxpayers, for the 
benefit of users, unless the property used for a public 
service industry is taxed for the full amount it would 
be required to pay if belonging to private owners, the 
amount of the tax being included as an item of cost, 
collected through the price charged to users and paid 
into the municipal treasury by the Board of Municipal 
Regulation. If users secure service at cost they cer- 
tainly cannot complain that a part of that cost is the 
same tax a private corporation would be required to 
pay if it owned and operated the business. The cor- 
poration would be compelled to include the tax as an 
item of cost because it would be compelled to pay the 
tax, and the user would pay a price for the service cal- 
culated to reimburse the corporation. 

While taxpayers are the only class that can be 
made responsible for the debts and losses incurred in 
behalf of socialized public service industries under- 
taken for the benefit of users, they should be protected 
in every possible way from being compelled to carry 
unusual and unnecessary burdens on users' account. 
This is just to taxpayers. If users are just they will in- 
sist upon paying the full and true cost of the service 
they use. They will be abundantly satisfied with ob- 
taining service at cost. 
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INSURANCE AGAINST IMPAIRMENT OF IN- 
VESTMENT— DEPRECIATION— AN 
ITEM OF COST. 

An investor's security is not perfect unless he can 
at any time recover his capital unimpaired. Universal 
experience demonstrates the fact that no machine or 
equipinent used for the purpose of rendering a service 
can be sold after only one year's service for as much 
as was paid for it when new, and that the ratio of de- 
preciation will be increased with each additional year 
of service. 

Other causes than the actual depreciation of the life 
of machinery, apparatus, and equipment operate more 
powerfully than natural wearing out from use to depre- 
ciate the value of plants used for the purpose of render- 
ing public services. 

Improvements by invention and the natural devel- 
opment of mechanical arts are so rapid, and produce 
such radical changes, no part of the machinery, ap- 
paratus or equipriient of a public service corporation 
can be kept in use until it is actually worn out. Long 
before the worn-out date is reached it becomes more 
economical to send the old to a junk shop and buy 
new, up-to-date machines, apparatus and equipment. 

The function of an investment insurance account is 
to create a reserve fund by assessing the entire invest- 
ment a fixed rate per cent per annum as an item of 
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expense, setting apart the amount so realized as a re- 
serve fund for the purpose of paying for all costs of 
betterments, maintenance and minor constructions 
without increasing investment account. If this is 
properly done the effect will be to maintain the prop- 
erty in a condition worth at any time the full cost 
of investment, or, in other words, in a condition that 
would make the cost of duplication at any time equal 
to the investment. When an industry is so financed, 
the investment is absolutely secure, being fully insured 
against impairment. 

The fact of depreciation is ndt affected by the opin- 
ions of bookkeepers. Its presence is certain, and it 
will make itself felt in due time. One of the most 
reprehensible practices of the speculative financing of 
corporations is to make no charge for depreciation in 
current cost and overstate profits by the amount so 
falsified. When a plant is new and repairs are light, 
with no charge for interest on investment, and no al- 
lowance for depreciation, large profits are falsely 
shown, large dividends are erroneously paid, and the 
stock is quoted above par. This process may con- 
tinue for a few years. The speculative public, always 
superficial, if it ever investigates at all, concludes that 
the stock is a "fancy brand," because a regular payer 
of large dividends readily makes a market for it at 
high quotations. This renders it easy for the know- 
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ing ones to "unload" on innocent victims and secure 
the fruits of their speculation with which to "organ- 
ize" another industry and repeat the process. In the 
course of time the expenditures that should have been 
taken care of from a reserve fund, created for invest- 
ment insurance, are forced by the inexorable logic 
of events into the current accounts of the corporation. 
The then managers find it impossible to maintain for- 
mer dividends. The pressure of the inevitable is upon 
them. They must pay the penalty of the sins of those 
who were before them. In spite of all they can do 
dividends sink, and sink, and finally disappear. New 
capital is required. It cannot be obtained. The op- 
portunity of the speculator has come again. The 
stock that was unloaded far above par can now be 
bought at less than par. The works can be over- 
hauled, new machinery, apparatus and equipment sup- 
plied, the plant enlarged and the undertaking started 
on a new career to repeat its former experience. The 
many do not understand; the few do. The many 
try to get rich and fail. The few get enormously 
rich. Not because there is necessarily an unjust dis- 
tribution of property, but because fundamental princi- 
ples, which, if correctly understood and applied, would 
unerringly effect a just distribution, are ignorantly 
violated or intelligently ignored, and the course of 
events exact a penalty for sins committed. If the 
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distribution of wealth is unjust, the remedy lies in 
finding and stopping the cause of the injustice. In 
the problem under consideration a potent cause of in- 
justice is found in the robbery of the future to make 
an untrue showing of a present success. The dis- 
ease of greed works with fatal effect on financial and 
political speculators. The one is greedy for money, 
the other is greedy for political power. The tempta- 
tion of a corporation manager to make a good show- 
ing for his stockholders is great, but it is no 
greater than the temptation of a political manager to 
win prestige from the noncritical masses by claiming 
that he has, or can, cut corporation prices one-half 
by municipal ownership and operation. That the 
worst features of corporate speculative financing are 
being perpetrated in municipal financing of public 
service industries is proved by the evidence of official 
reports. If the people want justice they should know 
it cannot be obtained in this way. 

Users are the only ones who may object to the in- 
clusion in cost of a large percentage on the entire 
investment for investment insurance. All other in- 
terests are served by it. It is a protection to tax- 
payers and to bondholders. They should favor and 
demand it most strenuously. The opposition of users 
to it, if any there be, will be due to their mis- 
understanding of its object and effect. This will be 
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made clear to them in due course of time if the prin- 
ciple is once correctly applied and continuously ad- 
hered to. It may be admitted that prices will be a 
little high for a few years by reason of the charge for 
investment insurance as an item of cost, but in the 
course of time the greater efificiency of machinery 
the gradual extensions of service, and the betterments 
paid for out of this reserve fund without any increase 
of investment, will result in an increased service ca- 
pacity based on a stationary investment. This will 
reduce the proportionate charge for interest on in- 
vestment, for taxes relinquished, and for investment 
insurance, thus reducing fixed charges. Operating 
expenses will also be greatly reduced on account of 
increased efificiency, so that, in the long run, prices 
to users will be less, and the service rendered to them 
will be greatly improved and far more satisfactory, 
than it can be if the correct principles here advocated 
are not properly appHed to the solution of the prob- 
lem: How to secure the best services at the lowest 
practicable price to users. 

The state should not permit speculative financing 
in the accounts of municipally owned and operated 
pubHc service industries. Its function is, not to con- 
tribute to the success of a political policy, but to es- 
tablish justice for all of the people. This it can do only 
by requiring that the principles of justice shall be 
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correctly and inflexibly applied in all details of the 
undertakings it authorizes. Whenever the state del- 
egates a power, it is the duty of the state to prescribe 
the limits within which it shall be used and an account- 
ing showing the results of its use. The motto of the 
state should be: Liberty for the right; suppression 
for the wrong. 

MATERIAL CONSUMED— SALARIES AND 
WAGES PAID— SUNDRY EXPENSES- 
ITEMS OF COST. 

That materials consumed, salaries and wages paid 
and sundry expenses of all kinds should be included 
as items of cost admits of no argument. The essen- 
tial requirement in this behalf is to have the accounts 
so kept that comparisons of all similar items month 
by month, and year by year, in their relation to each 
other, and to the total service rendered, shall furnish 
reliable guidance to continually improve the efficient 
administration of the industry. In no other way 
can there be any reasonable hope of reaching a con- 
dition of highest attainable economic efficiency. This 
requirement is so clearly in the interest of users, tax- 
payers, bondholders and all who are identified with 
and responsible for the creation and direction of mu- 
nicipal public policy and government, it should be 
demanded and insisted upon by the united voices of 
all the people. 
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ANNUAL PROVISION FOR PAYMENT OF 
BONDS. 

If municipal public service industries are under- 
taken and financed, as they should be, solely in the in- 
terest of users, users should supply the investment. If 
they do not, they must always suffer from the handicap 
of having to pay taxpayers for the use of the capital 
employed. The ideal sought by advocates of municipal 
ownership and operation is to make it certain that all 
advantages growing out of favoring social and eco- 
nomic conditions, inventions and improvements in me- 
chanical arts, of a general character, and all advan- 
tages derivable from favoring local conditions, shall be 
collectively gathered and individually distributed, with- 
out impairment, for the benefit of all the people, 
through supplying service to users at cost. The full 
measure of this ideal cannot be realized, even after the 
agent through which the people must operate — ^the 
municipal government — has been developed to the 
highest degree of efficiency in economical manage- 
ment, if the undertaking continues to employ an in- 
vestment supplied by others. The principle that re- 
quires one to compensate another for the use of his 
property or services cannot be violated without start- 
ing public policy in a wrong direction, which, if per- 
sisted in, must inevitably undermine and destroy the 
ownership of property and the independence of labor. 
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Users can supply all the capital required for the 
ownership and operation of public service industries 
whenever the demand for a service is sufficiently con- 
centrated and large to render the undertaking a com- 
mercial success. If such a demand does not exist, or 
cannot be quickly developed, the undertaking should 
not be entered upon. It should wait for the growth 
of the community to reach a point where it can afford 
the improvement. 

The capital for municipally owned public service in- 
dustries should be obtained through including in price 
an annual provision for a sinking fund, at a rate per 
cent, calculated on the entire investment, that willj if 
paid and compounded annually at four per cent, inter- 
est, produce an amount sufficient to return to its own- 
ers the entire amount of theii; investment at the termi- 
nation of a period of thirty-five years. This will re- 
quire an annual assessment of one and one-half per 
cent, on the entire investment to be added to total cost, 
to determine price. If municipal cost is in reality suffi- 
ciently less than corporate price to justify municipal 
ownership and operation, it must be more than enough 
less to permit of the addition to cost of this provision 
for a sinking fund to pay back the borrowed capital 
employed. In other words, municipal cost, plus pro- 
vision for bond sinking fund, ought to make a price 
less than corporate price. If it does not, there can be 
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no sound economic reason for undertaking the munici- 
pal ownership and operation of the industry. If munici- 
pal cost, plus provision for bond sinking fund, is lower 
than corporate price, then, while users are providing 
the required capital through this addition to cost, they 
will in reality be paying less for the service than under 
former conditions; therefore, they will experience no 
hardship, no burden or liability will be placed on tax- 
payers, bondholders will have ample security, and, in 
due course of time, the ideal consummation will be 
reached, with justice to all, with injustice to none, 
when all trace of private capital will be eliminated from 
the socialized industry. To the realization of this ideal, 
if it is the best ideal that can be found, every advocate 
of the municipal ownership and operation of public 
service industries, every user, every taxpayer, every 
bondholder, every investor in public service industrial 
properties should lend their united efiforts for the good 
of all the people. 

FORMULA FOR CALCULATING MUNICIPAL 
PRICE. 

This discussion of the subject has now reached a 
point at which the conclusions indicated can be gath- 
ered into the statement of a concrete formula for cal- 
culating municipal price as follows : 
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Plus Interest on entire investment. 

Plus Cost of insurance against loss by accidents. 

Plus Cost of municipal taxes relinquished. 

Plus State tax paid. 

Plus Insurance against impairment of investment. 

Equals Fixed charges. 

Total ■ Fixed charges 

Plus Cost of materials consumed. 

Plus Salaries and wages. 

Plus Sundry expenses of all kinds. 

Equals Cost. 

Total Cost 

Plus Provision for bond sinking fund. 

Equals Price. 

ACCOUNTS PRESCRIBED AND AUDITED BY 
THE STATE. 

Dependence for the success of the policy of the 
municipal ownership and operation of public service 
industries must be upon the correct and continuous 
application of the principles of justice, and the con- 
tinuous honesty and intelligence with which the affairs 
of the municipality are administered. To realize such 
conditions, a uniform system of accounts, prescribed 
and audited by the state, designed to make the applica- 
tion of just principles obligatory, is a fundamental re- 
quirement of success. In no other way can the indi- 
vidual interests of users, taxpayers, bondholders, mu- 
nicipal councilmen, executive officers and employes be 
effectively protected. In no other way can a high de- 
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gree of economical efficiency in municipal adminfstra- 
tion be developed. If this be not done the policy of 
municipal ownership and operation of public service 
industries is addressed to a preordained failure. In 
all human experience the succcesses of the ignorant 
and incapable are recorded as failures by those who 
write impartial history. 

Every person who has undertaken to gather the 
teachings of experience from records of such indus- 
tries as are now owned and operated by municipalities 
knows how impossible it is to obtain information 
worthy of credence by those who seek only the good 
of the people. They know that the accounts as kept do 
not correctly show the full and entire costs of the 
services rendered. They know there is no proper appli- 
cation of the principles of justice to the financing of 
such industries; that there is no correct rule universally 
applied for determining a reasonable price to be 
charged to users for services rendered. 

Beyond this, and not of secondary importance, is 
the loss through the want of uniform system of ac- 
counting of all advantages derivable from reliable com- 
parisons between municipalities of the results of ad- 
ministration, which are possible only when all similar 
items are charged under the same general heading. 
Only by such comparisons can the relative economy 
of the administration of each municipality be deter- 
mined. Only through such comparison can the genius, 
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ability and skill of the members of Boards of Municipal 
Regulation, of their superintendents, heads of depart- 
ments, and of all employes from highest to lowest, 
for the duties they are intrusted to perform, be demon- 
strated, and proper credit for work well done be earned 
and given. 

No person who honestly desires the success of the 
municipal ownership and operation of public service 
industries; no member of a municipal council; no ex- 
ecutive office of a municipal government; no public 
employe who seeks to do his whole duty solely for 
the good of all the people, can intelligently do other- 
wise than to cordially approve of, sincerely recom- 
mend and earnestly work to secure the adoption of 
a uniform system of municipal accounting to be pre- 
scribed, audited and reported upon by the state. 

BOARD OF MUNICIPAL REGULATION. 

No machine, however perfect, has ever been man- 
ufactured that did not require brains to watch over 
it, keep it in order and direct its operation. The best 
results are obtained only when the best guns have 
the best men behind them. The work of improving 
municipal governments will only be half done when 
the machinery of government has been thoroughly 
overhauled and provided with every up-to-date im- 
provement. Men- of honest purpose, and exceptional 
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ability, trained for the duties they are to perform, 
must be commissioned to operate the machine. I 
am not of those who beheve the lack of efficiency in 
municipal governments is largely due to the inability 
of the men intrusted with the duties of administra- 
tion. I believe the failure is due very largely, if not 
entirely, to the faulty machines they are called upon 
to operate. Under existing conditions municipal of- 
ficers have no fair opportunity to demonstrate their 
ability. Under the system here suggested they will 
have. A system that will enable those now in office 
to make better men of themselves is better than one 
which requires the displacement of those now prac- 
tically engaged in managing municipal affairs, in order 
to bring in new blood. The blood now in office is 
good enough if it is only properly warmed for action 
and its energies are rigfhtly directed. 

In every municipality the three men selected for 
the Board of Municipal Regulation should be the 
ablest municipal officers in the employment of the 
people. The duties of their office will acquaint them 
with existing conditions, the needs and the possibili- 
ties of t!he municipality and of its inhabitants. To 
these three officers, acting as a Board of Municipal 
Regulation, all administrative questions pertaining to 
the construction of works, location of service lines, 
equipments, character of service, nielihods by which 
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a service may be rendered and schedules governing' 
its operation can safely be intrusted. Responsibility 
for success must 'be centralized. The efficiency of 
public management will gain or suffer in pubhc es- 
timation by comparison with corporate management. 
It is unreasonable to expect municipal officers to make 
as good a showing for their management as corpora- 
tion officers do, unless they are continued in office, 
paid as well for their services and given as complete 
control of the business features of the industry they 
are expected to manage successfully. If municipal 
industries are to accomplish the greatest good of which 
they are capable, they must be placed under the man- 
agement of Boards of Municipal Regulation and the 
public must reward effective service with certainty 
of permanency in office and just compensation. 

CIVIL SERVICE REGULATIONS FOR EM- 
PLOYES. 

The dignity, the honor, the independence of labor 
will be meaningless words on the American lips until it 
is an established fact that every public employe of a 
municipality, of a state and of the republic can hold 
his place of employment by right of his own merit. 
From no other cause do advocates of the municipal 
ownership and operation of public service industries 
fear defeat as much as they do from the making of 
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the patronage involved the football of party politics. 
If men may be given employment in and carried on 
the payrolls of such undertakings to reward loyalty 
to party bosses instead of because their labor is neces- 
sary and well performed, if men who are capable 
and faithful in fihe performance of their duties may 
be arbitrarily discharged to make room for favorites 
and party workers, all hope of reducing municipal 
cost to the level of corporate price should be aban- 
doned before the undertaking is entered upon. 
FAILURE, in large letters, is written over the en- 
trance to every industry managed in the interests of 
party politicians instead of all the people. This fact 
is clearly seen by everyone who has been or is in 
position to know from practical experience the inef- 
ficiency of political in comparison with private cor- 
porate management. 

That prominent advocate of the municipal owner- 
ship and operation of public service industries, the 
Hon. John MacVicar, Mayor of Des Moines, Iowa, 
and President of the League of American Municipali- 
ties for 1898, in his presidential address to the league 
at its second annual convention, held in Detroit, Mich., 
August 1-4, 1898, said:* 

"To my mind, it would he suicidal to enlarge the func- 

* See Proceedings of Second Convention League of American 
Municipalities, 1898, page 13: 
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tions of municipalities without providing for the thorough 
application of the merit system in appointments, promo- 
tions and removals." 

The Hon. Edward Kibler, a member of the Munici- 
pal Code Commission of the State of Ohio, after mai<- 
ing as searching an investigation of the subject as is 
possible to human intelligence and industry, in an 
address on the work of the Commission, before the 
Ohio State Board of Commerce, at Columbus, Ohio, 
January i8, 1899, said: 

"The Commission will earnestly recommend to the 
Legislature for adoption a compulsory merit system 
of appointments, applicable to the employment and 
removal of every city officer and employe whose em- 
ployment and removal shall be controlled by reasona- 
ble and practicable tests of fitness and by no other con- 
sideration. * * * 

"The Commission regards the adoption of such a 
system as essential to the success of the experiment 
of local self-government, and believes that there are few 
intelligent people in Ohio, and no politicians who have 
any regard for the public weal, who are opposed to 
the principle of the selection and retention of public 
servants by the test of ascertained merit. * * * 

"Under existing conditions, the Commission is not 
in favor of municipalities embarking in the owner- 
ship, operation or control of street railways, and, in 
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general, doubts the wisdom of municipal ownership 
and operation of waterworks, gasworks, electric 
light and power, telephones and the like, for the sole 
reason that nothing but financial disaster can be expected 
as the result of the political control of such vast interests.'' 

PRICES FOR SERVICES DETERMINED BY 
MUNICIPAL COUNCILS. 

The determination of public policy is a legislative 
function. It is an open question of public policy 
whether public services should be sold at cost, as near 
as can be safely calculated, excluding the principle of 
deriving a public revenue from such sources, or 
whether the sale of such services should be made the 
medium of indirect taxation to raise public revenue for 
any specific or general purpose. Such a question 
should be left open to be determined by each munici- 
pality for itself in the light of its own necessities, or 
trend of public thought. With all the facts before it, 
supplied by the reports and estimates of the Board of 
Municipal Regulation, and the comparative reports 
published by the state showing the results of operation 
for e-i'jry municipally owned industry in the state, a 
municipal council can intelligently determine prices 
for public services that will be right and just, in ac- 
cordance with the adopted policy of the municipalit)\ 

In industries of this nature a reasonable period of 
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time is required to permit the full development and 
fair trial of any adopted schedule of prices. For the 
benefit of the service, and to promote certainty of 
calculation for the people in the economical manage- 
ment of their private aflairs, it is desirable that 
changes in prices for public services shall not occur 
at too frequent intervals. Experience seems to indi- 
cate that the determination of prices for periods of 
five years will be attended with the most satisfactory 
results for the good of the service and the benefit of 
the people, and the adoption of such a period is ear- 
nestly recommended. 

RIGHT TO LEASE FRANCHISE AND PROP- 
ERTY. 

If the management of municipal pubHc service in- 
dustries is to be determined solely by the application of 
sound business principles, municipal governments 
must be as free as private corporations to secure a 
commercial advantage in whatever way it can be best 
obtained by operating or by leasing its franchise and 
property. 

Municipal governments possess no power to achieve 
success in the management of industries beyond the 
limits assigned by the honesty and intelligence with 
which they are administered and the economic condi- 
tions under which they are operated. So long as there 
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are some successes and many , failures in the manage- 
ment of private corporations there will be some appar- 
ent successes and many failures in the management 
of industries by municipalities. It is an ordinary oc- 
currence for the owners of private property to lease 
its use to others who are better able to manage it suc- 
cessfully. The right to lease is as valuable as the right 
to own. It is simply the right to dispose of the use 
of property to the best advantage for its owners. 

A right given to municipalities by a general law of 
the state to lease their franchises and property used 
for the purpose of rendering a public service will not 
affect any municipality that is managing its indus- 
tries in an efficient and satisfactory manner. It will 
open a way out of difficulties for any municipality 
which, through faults of its own, or a combination of 
circumstances it is powerless to control, finds itself 
temporarily unable to manage an industry to as good 
advantage for the benefit of its inhabitants as it can 
secure by contract with private persons. The law is per- 
missive, not mandatory. It should limit the lease to the 
s'hort period of five years, thus securing for the peo- 
ple an opportunity to review their action at frequent 
intervals, and to change their policy in such way as 
may at the time appear to them to be best calculated 
to serve their interests to their best advantage. 

This right to lease places municipalities in a po- 
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sition to manage their own local affairs in their own 
way, without the necessity of obtaining further or 
special grants of power from the legislature, and is as 
essential to a full degree of liberty in "home rule" as 
is the grant of the general power to own and operate 
public service industries. It is, in fact, a necessary 
extension and regulation of that power which munici- 
paHties must possess if they are to be in position to 
at all times do that which is or may become most de- 
sirable to them in the light of their individual neces- 
sities, condition and experience. 

COMPENSATION TO THE STATE. 

A general adoption of the policy of the municipal 
ownership and operation of public service industries 
will result in the withdrawal of an enormous amount 
of property from the taxable list, and a consequent 
great loss of revenue to the state, unless provision is 
made whereby the state can derive a revenue from 
municipally owned and operated industries. The ques- 
tion of compensation to be paid to the state by public 
service corporations is only second to that of the 
compensation they should pay to municipahties. In 
both applications it is a question of pubHc policy. In 
the one form it affects only the interests of users and 
taxpayers within municipalities. In the other form it 
affects the interests of all the people of the state. 
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While municipalities should be free in the manage- 
ment of these industries to carry out their adopted 
policy in their own way, so far as it affects solely their 
domestic affairs, it is unreasonable for them to claim 
exemption from the policy of the state adopted to 
regulate its relations with all corporations — municipal 
and private — owning and operating public service in- 
dustries. The requirement of the state, on both classes 
of corporations, should be identical. 

The mistake should not be made of regarding the 
state tax on public service industries, here proposed, as 
a burden. If values are rightly estimated, the service 
rendered by the state in prescribing a uniform system 
of accounting, in auditing the accounts, and publish- 
ing an annual volume of reports that will enable the 
people of any municipality to correctly judge the 
economic eflficiency of the management of their own 
agents in comparison with that of any other, or all 
municipalities in the state, will be accepted as of 
greater value than the tax paid for the support of the 
state government and for the special services per- 
formed by it. Without the checks and the direct 
helpfulness of sudh a system of state supervision there 
is no rational hope of the policy of the municipal 
ownership and operation of public service industries 
ever becoming generally successful. 

Having stated the terms on which the state should 
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grant franchises to municipalities, permitting them to 
own and operate pubHc service industries, and given 
reasons for the terms suggested, based on a correct 
application of the principles of justice, the terms on 
which the state should grant franchises to public serv- 
ice corporations, permitting them to own and operate 
public service industries, will now be discussed. 

FRANCHISES REGULATING CORPORATE 
OWNERSHIP AND OPERATION. 

If the terms proposed for municipal franchises are 
right and just, then the same terms, so far as they can 
be made applicable, contained in corporate franchises 
will render such franchises right and just. The appli- 
cation of the principles of justice must be identical in 
both cases, if justice is to be established. The safe- 
guards for the interests of users, of taxpayers, of em- 
ployes, of investors, of the general welfare of the mu- 
nicipality and of the state should be identical whether 
an industry is owned and operated by a municipality 
or by a corporation. 

In either case a Board of Municipal Regulation 
should be created, endowed with power to determine 
all questions relating to locations for lines of service; 
to open the right of way for the same under the rules 
of procedure for street improvements; to determine 
the character of motive powers to be used; the char- 
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acter of the equipment by means of which a service is 
to be rendered; the character of the service and the 
schedules on which it is to be operated. 

In either case the municipal council should have 
power to determine questions of pubUc policy in- 
volved in fixing for periods of five years the prices 
at which services shall be rendered to users, and the 
compensation to be paid to the municipality by cor- 
porations. 

In either case the municipality should have the opf 
tion to decide, at the termination of any period of five 
years, whether it will continue to operate its 
municipal industries or lease them; or whether it 
will permit corporations to continue to operate such 
industries or require their transfer to public owner- 
ship, and operation, exercising the option to purchase 
contained in the corporate franchise or lease. 

In either case the system of accounting prescribed 
and audited by the state, and the comparative reports 
of operation published by the state, should be identi- 
cal, and the state should assess the same tax on both 
classes of industry. 

In either case prices to users should be based on cost, 
including identically the same items of cost, calculated 
on the entire and true investment, and determined for 
the same periods of time. 

The legislature of the state and municipal councils 
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should deal with public service industries in the way 
best calculated to benefit public and private users, re- 
gardless of the agent by which they are owned and 
operated. 

Every regulation and condition here suggested, de- 
signed to render municipal ownership and operation 
efficient and successful, will tend with equal force to 
render corporate ownership and operation efficient 
and satisfactory. 

Every requirement insisted upon for the protection 
of users, of taxpayers, of employes and of investors 
is as fundamental a requirement for the correct appli- 
cation of the principles of justice under one form 
of ownership and operation as the other. 

By placing the municipal and the corporate owner- 
ship and operation of public service industries upon 
identically the same basis ; permitting them to operate 
under franchises identical in terms; subjecting them 
to an identical system of state accounting, auditing 
and reporting, and of municipal regulation, the people 
can learn the truth regarding the results of operation, 
and can intelligently decide which of the two agents — 
municipal governments or business corporations — can 
and does serve their interests best. No more potent 
force can be conceived to stimulate each agent to its 
best endeavors, than the competition for supremacy 
thus induced between two powerful rivals enjoying 



Digitized by Microsoft® 



66 PEICE AT COST, COST PLUS PROFIT. 

equal terms and no favors. If it is true that corpora- 
tions have been a cause of corruption, it may become 
true that they will be the means of purifying govern- 
ment, whether municipal, state or national. Oppor- 
tunity for blackmail and for corruption will die to- 
gether. Neither can live under a well-regulated system 
of uniform accounting and publicity. When the ac- 
counts for all municipally owned and operated public 
service industries are placed in exact comparison with 
similar accounts for corporations, municipalities will 
be compelled to adopt strict business methods, and 
do their utmost to reach a high standard of economic 
efficiency, or acknowledge defeat by having the people 
place the industry under the management of a more 
efficient agent — a business corporation. All advan- 
tages from such a competition must go direct to the 
people. 

PRICE AT COST VS. PRICE AT COST PLUS 
PROFIT. 

Under municipal ownership and operation justice 
demands that users shall pay the full and entire cost 
of the services rendered to them. No honest user can 
intelligently claim that price should be fixed below 
cost. 

Under corporate ownership and operation justice de- 
mands that users shall pay the full and entire cost of 
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the services rendered to them, pKis a reasonable profit 
arbitrarily fixed at twice the rate per cent., calculated 
on the entire investment, that the municipality is pay- 
ing on its bonded debt. 

The fact that users will be required to pay no profit 
in one case, and a profit in the other case, may lead 
the noncritical to suppose that prices to users will be 
lower under municipal than imder corporate owner- 
ship and operation. Such a conclusion can be reached 
only by those who neglect to take account of and to 
properly value the profit-producing factor of self-inter- 
est, which is eliminated under municipal and retained 
in full force under corporate management. 

Profit is the direct product of man's thinking power, 
utilizing to the utmost all materials and labor, all 
genius, skill, care-taking and energy at its command, 
concentrating and directing the whole force of indus- 
trial organization to the one purpose of economical 
production. The vital force of self-interest is destroyed 
when laborers, directors and investors are denied the 
right to own the profit that may be produced by their 
united efforts. The denial of a profit to those by whose 
efforts it must be created, if at all, destroys the produc- 
tion of the profit. Profit eludes the grasp of those 
who seek unjustly to take it, as the secret of life eludes 
the surgeon's knife. In transferring an industry from 
corporate to municipal ownership the people can kill 



Digitized by Microsoft® 



68 PRICE AT COST, COST PLUS PROFIT. 

the energy of the profit-proclucing factor, but they can- 
not grasp the fruits of its toil. 

When operated under the conditions stated, the only 
margin of advantage there is to be gained through 
transferring an industry from corporate to municipal 
management is the margin of the legally limited cor- 
porate profit. To gain this profit private capital must 
be destroyed to the full amount taken from taxpayers 
by the arbitrary power of taxation and the full 
amount taken from users by indirect taxation through 
including in price a provision for the payment of 
bonds. In no other way can the capital of private 
investors be eliminated from the problem and its place 
be filled by socialized capital. In addition to this all 
costs, all responsibility, all risks of ownershio and 
operation must be assumed and the margin of profit, 
narrow as it is, must be expected to shrink by the 
full difference in efficiency between a noninterested 
political and a vitally interested business corporate 
management. The verdict of experience will be that 
the advantage of the legally limited corporate profit 
cannot be appropriated by users for tlieir own benefit 
through sociaHzing an industry. Those who cannot 
learn this fact through reason will have to secure it 
through experience. 

Private property exists only because society consents 
to its ownership in recognition of that principle of jus- 
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tice which declares that a laborer has a natural right 
to own the products of his labor. Profit is the product 
of labor. Deny laborers the right to own the profit 
they produce and the desire to produce a profit will 
die. When desire is dead effort will cease. Without 
effort profit cannot be created. The progress of civil- 
ization is induced by offering rewards to industry, thrift 
and enterprise. The more certain it is made that those 
who earn a profit shall own it, the greater will be the 
energy with which the elements of prosperity will be 
developed. 

FORMULAE FOR CALCULATING MUNICI- 
PAL AND CORPORATE PRICE. 



Municipal Formula. 



Corporate Formula. 



Investment 

Plus interest on invest- 
ment 
Plus insurance against 

accidents 
Plus municipal taxes re- 
linquished 
Plus state taxes paid 
Plus investment insur- 
ance 
Equals fixed charges 
Total fixed charges 

Plus cost of materials con- 
sumed 
Plus salaries and wages 
Plus sundry expenses 
Equals cost 
Total cost 
No profit 

Total cost equals price 



Equals 
Equals 

Equals 



Investment 

Plus interest on invest- 
ment. 
Plus insurance against ac- 
cidents. 

Equals Plus municipal taxes paid. 



Equals 

Equals 

Equals 
Equals 

Exceeds 



Plus state taxes paid. 
Plus investment insur- 



ance. 
Equals fixed charges. 
Total fixed charges. 

Plus cost of materials con- 
sumed. 

Exceeds Plus salaries and wages. 
Exceeds Plus sundry expenses. 
Exceeds Equals cost. 
Exceeds Total cost. 
Less than Plus legal profit. 
Equals Total cost plus profit equals 
price. 
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This Statement clearly demonstrates that municipal 
cost will exceed corporate cost, and that municipal 
price at cost, will be equal to corporate price, which in- 
cludes corporate cost and profit. It also shows that 
a uniform system of accounting- identical for mu- 
nicipalities and corporations will admit of placing the 
accounts of each in direct comparison with the other, 
and will enable the people to see the exact difference 
in efficiency between the two agents, to one or the 
other of which they must intrust the operation of pub- 
lic service industries. Such accounting will demon- 
strate the truth of the statement I have always af- 
firmed: When all legislative conditions are equal, 
municipal waste will be found to exceed corporate 
profit ; therefore, the people can secure public services 
through a properly regulated corporate monopoly bet- 
ter and cheaper than they can through municipal own- 
ership and operation. 

If the day ever comes when this statement is proven 
false it will be because the efficiency of municipal 
governments has been vastly improved by their efforts 
to compete with corporate management on equal 
terms. Such a result cannot fail to be an advantage to 
the people of high and enduring value. The hope of 
attaining such an improvement in municipal govern- 
ment should inspire all who seek only the city's good 
to unite their efforts and work without ceasing to es- 



Dipitized by Microsoft® 



PROFIT-SHARING— EMPLOYES. 71 

tablish conditions without which it cannot be secured. 
It will be noticed that no provision for the pay- 
ment of municipal bonds has been added to municipal 
cost, in the above example, as it should be, to deter- 
mine municipal price. If this is done municipal price 
will be higher than corporate price, while the bonds 
are being paid, provided the diflerence between mu- 
,nicipal and corporate costs only equals corporate 
profit. 

PROFIT-SHARING WITH EMPLOYES. 

When price is determined at cost, excluding any al- 
lowance for profit, there can be no profit to be shared 
with employes or anyone else. 

Ill organized industry profit is a joint product of 
those who represent labor and capital. Under this 
condition, that principle of justice which awards the 
ownership of profit to its producers is never cor- 
rectly applied unless it distributes the collective gain 
by awarding the same per cent, of profit to every 
employe on every dollar of wages earned as is paid 
to every investor on every dollar of his investment. 
Interest is the wage of capital. Wage is the interest 
of labor. After payment of wages has been made to 
labor and to capital, the divisible surplus, if any, should 
be distributed to each at the same rate per cent, on 
wages earned and capital invested dollar for dollar. 
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If it is true that the right to own a profit is the 
inducement that causes its production, and that when 
this right is denied the profit is not created, then it is 
undeniably true that all profit distributed to employes, 
as proposed, will be a social gain created without 
placing a burden on users on the one hand, or on in- 
vestors on the other. Much talk there always is about 
the mutual interests of labor and capital. The appli- 
cation of the principle of profit-sharing can alone re- 
move this mutual interest sentiment from the domain 
of theory to the domain of practical utility. 

A system that secures to employes no share in the 
results produced by their skill, diligence and care in 
making use of their time, and of the materials intrusted 
to their use to be consumed by the processes of oper- 
ation, causes the loss of the economic value of their 
thinking power applied as a profit-producing factor. 
The product of this profit-producing factor cannot be 
grasped by those who withhold reward, because it is 
not created. The loss of this profit tends to keep labor- 
ers poor and deprives society of the advantage of a 
correct individual distribution of a collective gain. 

It is an encouraging sign of the time to note the 
tendency among the best managed corporations to 
recognize the justice of the principle that employes 
should be secure in holding their positions and gaining 
promotion by right of their own merit only, and that 
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they should be encouraged to use their best endeavors, 
and rewarded for so doing, for the success of the indus- 
try, by sharing in the prosperity they help to create. 
A notable example of intelligent appreciation of the 
service rendered by employes is furnished by the do- 
mestic policy of the Illinois Central Railroad Com- 
pany, and many other large corporations. Such ex- 
amples should exert a powerful influence on all indus- 
trial organizations and speed the day when the mutual 
interests of labor and capital will become a tangible 
fact in every instance of collective industrial produc- 
tion- 

PROPIT-SHARING WITH THE MUNICIPAL- 
ITY. 

It is not possible to foresee the course of economic 
changes, and the results of operation, for a period of 
five years with sufficient accuracy to enable any Board 
of Municipal Regulation to so estimate cost and in- 
come that one will exactly balance the other year by 
year during the whole term. That one will exceed 
the other is inevitable. Sound financing requires that 
income should exceed costs, because the division of a 
surplus is an agreeable and profitable adjustment, 
while the division of a deficit among users for whose 
benefit it was created, throug!i price being too low, is 
an impossibility. When estimates of costs and income 
are made 'to determine price, an allowance for error 
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should be included on both sides to make it certain 
that there shall be no deficit. If by good management 
and favoring circumstances costs are kept below, or 
income is increased above estimates, one or both, the 
resulting surplus should be divided equally between 
the corporation and the municipahty. Such a division 
will give to each its full share of the value of all un- 
foreseen and unassigned increments of economic 
gains. Such a final distribution of the net products 
of the industry to the creation of which users, the 
municipality, employes and investors have all con- 
tributed, removes the last remaining cause for an- 
tagonism or dissatisfaction. 

Satisfaction for all parties in interest is a funda- 
mental requirement to induce permanency of working 
conditions. Satisfaction can permanently exist only 
when it is based on reason made intelligent by a cor- 
rect knowledge of facts, showing all requirements are 
adjustable at frequent intervals, by clearly understood 
and predetermined regulations, which give free 
expression to all desired changes, and operate to cause 
the full measure of every attainable advantage to go 
directly to the benefit of all the people. 

EXISTING COMPARED WITH SUGGESTED 
CONDITIONS. 

By a comparison of. existing with the suggested 
conditions, aa es^timate may- be formed of the proba- 
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bility of securing sufficient advantage to justify at- 
tempting to displace the present chaos or want of 
system with the system advocated. 

The granting of unregulated power to municipal 
governments to own and operate industries is like 
placing the operation of a powerful and complicated 
machine in charge of a novice. He may make the 
machine operate, but he cannot produce the results an 
expert in the management of such a machine would 
easily secure. The chances are all in favor of the 
machine being wrecked and the operator being crip- 
pled or killed. 

The granting of unregulated power to corporations 
to own and operate public service industries places 
them in position, and forces them to handle the busi- 
ness exactly as every man handles his private busi- 
ness; seeking every advantage they can grasp, giving 
as little and taking as much as they can get, because 
they have no assurance that their competitors or the 
public will deal with them on any dififerent terms. 

The system of regulation proposed will do for the 
public just what the licensing of engineers, the giving 
of diplomas to physicians, the admission of lawyers 
to practice is designed to accomplish. It will establish 
tests for fitness to perform the duties to be under- 
taken, inspect the work done, and make the right to 
the patronage of the pteople depend upon a record of 
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merit. Such a system will assist even the incapable 
to become capable, it will weed out the inefficient, and 
will secure to the capable full credit and reward for 
their accomplishments. 

Under this system all reasons for granting compet- 
ing privileges are rendered null, and all reasons of 
handling an industry for an entire municipality as an 
undivided unit are given full force. When price is de- 
termined by cost, price will be lowered by concentra- 
tion, not by division. 

By giving the power to determine all engineering 
and technical details to a Board of Municipal Regula- 
tion, the most capable officers of municipal govern- 
ments are placed in position to serve the interests of 
users and of the municipality to the best of their abil- 
ity. This city officials cannot now do. 

By giving the power to municipal councils to de- 
termine price to users and the compensation to be 
paid to the city, limited only by cost plus a legally de- 
termined and Hmited profit, municipal councils are 
placed in position to apportion all advantages equi- 
tably between users and taxpayers in accordance with 
the adopted policy of the people, and to readjust this 
apportionment at stated intervals of short duration. 
This city councils cannot now do. 

By the powers given to the Boards of Municipal 
Regulation and to municipal councils, all features o£ 
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construction, operation, prices for services and com- 
pensation to the city are made adjustable whenever 
occasion requires, or at short stated periods, the only 
limit being cost plus legal profit; this basis itself being 
flexible and determined by the actual results of opera- 
tion and general economic conditions. Every im- 
provement, every special local condition, every favor- 
ing change in general economic conditions that tends 
to make the service better, or cheaper, or to lower the 
rate of interest on the city's bonded debt, will carry 
the full benefit of its advantage unobstructed directly 
to the people. This is not the way the people's interest 
is served now. 

By basing all calculations of cost on investment and 
providing that investment shall only be increased as 
the requisition of the Board of Municipal Regulation 
shall make additional investment necessary, all con- 
cern about existing issues of stocks and bonds, and all 
care about future issues is dismissed. When invest- 
ment, not stocks and bonds, is made the basis on 
which cost is determined, and price is limited by cost 
plus a legal profit, the pubHc has no interest in the 
stock and bond issues of any corporation. They be- 
come a purely private detail of domestic manage- 
ment. Existing conditions are vastly dififerent from 
this. 

By giving the municipality the option to take the 
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property of a corporation, at the expiration of any 
period of five years, by paying therefor only the 
amount of the authorized investment then being used 
as a basis for calculating cost, and providing if this 
is not done that the corporation shall be entitled to 
another five-year term of service, all questions as to 
the termination or extension of existing franchises are 
settled in a way far more advantageous to the people 
and without injury to corporations, than is now ren- 
dered possible by any existing law or ordinance, or by 
the proposals of those who are seeking to solve this 
problem in the interests of corporation or of the peo- 
ple. 

By adopting a short term adjustment on an agreed 
and clearly defined basis, all antagonisms growing out 
of efforts to gain an advantage by corporations, or by 
the people, through fixing prices for services and 
rates of compensation to be paid to the city for fifty, or 
thirty, or twenty, or even ten years, and making fran- 
chises terminate at the same time, are avoided. Ex- 
perience teaches how absolutely incapable those in 
authority at any given time are of forecasting the 
future with sufficient accuracy to enable them to de- 
termine what conditions shall regulate a public serv- 
ice, even ten years in the future, not to mention longer 
periods. 

It is said that "coming events cast their shadows 
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before them" and that "the pathway of the future 
must be Hghted by the experience of the past." Who 
can tell what the next ten years may bring forth by 
inventions and improvements in the arts that may 
and should be utilized for the benefit of the people 
through the public services rendered for their social 
and industrial benefit? Ten years ago it is said that 
the price of liquid air was from $2,000 to $3,000 per 
gallon, and very little of it could be had at any price. 
To-day, it is claimed that it can be produced for 3 to 4 
cents per gallon. Steam power costs from $36 to $40 
per year per horse power. Niagara water electric 
power costs from $15 to $20 per year per horse power. 
At present reported cosit of production, liquid air 
power should cost from $7 to $10 per year per horse 
power. 

The invention of a new electric glow lamp is an- 
nounced by Professor Walter Nernst of Gottingen 
University, which, it is claimed, if put into general 
use, will reduce the cost of electric illumination more 
than one-half. If reports are true, where it now re- 
quires three watts of electrical energy per candle 
power the new method will use only ninety-six-one- 
hundredths watts. These are shadows cast before the 
commercial success of these inventions or discoveries. 

If anyone will make a list of the facilities, mechan- 
ical contrivances and chemical products in common 
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use to-day, which are such marked features of our 
present social and industrial conditions, that were 
wholly unknown, or thought incapable of being 
brought into commercial use in the days of his earliest 
recollections, he will not fail to understand why all at- 
tempts to fix industrial conditions for the entire life 
of a generation by the measure of present accomplish- 
ments are denounced as conspiracies against the peo- 
ple. Swift as the course of events has been, there is 
no case where an important invention or discovery 
has been sufficiently developed and tested to justify 
its general adoption in a less period than five yearii. 
Under the regulations suggested, no obstacle is in- 
terposed to the adoption of any improvement at any 
time. For doing so no new law or ordinance will be 
required; only a requisition of the Board of Municipal 
Regulation. At the utmost limit, the only advantage 
a corporation could grasp would be the gain made 
by lowering cost for a period of five years, one-half 
of that gain would be paid over to the municipality 
and price to users for the next period of five years 
would be determined on the basis of the lower level 
of cost. There can be no conspiracy in this. 

Attention should now be called to one fact which 
ought to modify the fervor of those who loudly de- 
mand that the people shall reap the benefits of all in- 
ventions and discoveries, of all improvements devel- 
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oped by science and the mechanical arts through 
municipal ownership. Not one of the improvements 
for the benefit of which they so loudly clamor has 
originated in the workshops or laboratories of a 
socialized industry. Should not this fact protect all 
industries from the palsy of profitless, heartless, opera- 
tion, caused by the destruction of individual self-inter- 
est through an unnatural effort to gain an advantage 
for all by denying a justly earned advantage to those 
by whose genius or labor it is created? All advan- 
tages enjoyed by the people to-day, all they are likely 
to enjoy in the future century, have been, and must 
continue to be, secured by inducing the thinking 
power of each individual applied as a profit-producing 
faculty, to do its best through guaranteeing to him the 
ownership of the profit he may produce. 

THE SOLUTION WANTED. 

Those who advocate the municipal ownership and 
operation of pubUc service industries declare that all 
they seek or desire is to secure justice for the people. 

Those who are trying to obtain long-term franchises 
with fixed conditions claim that what they ask is 
necessary to secure justice for investors. 

To one the municipal ownership and operation of 
public service industries appears to be the only way in 
which the fullest measure of advantages derivable 
6 
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from such industries can be made a certain heritage 
for the people. 

To the other legal rights acquired by legislative en- 
actments granting long-term franchises fixing prices 
for services to be rendered, and limiting the compen- 
sations that can be demanded by the city, appears to 
be the only way in which permanency, security and 
profitable employment for capital can be safeguarded. 

Both are wrong. Both are chasing an ignis-fatuus. 

It is right that the people should have every ad- 
vantage they can justly claim, but the object sought 
will be defeated by the means used to secure it, if the 
party of popular demands are permitted to intrust 
large, complicated and highly technical industries, to 
the management of municipal govertiments not prop- 
erly organized and regulated to operate them success- 
fully. 

It is right that investors shouid have permanent 
security for the profitable use of their investments, 
but the object sought will be defeated by the means 
used to secure it if dependence is placed upon legal 
rights conferred by enactments secured in defiance of 
a protesting people; by enactments the people believe 
were corruptly procured; by enactments the people 
believe to be unjust. Amidst all of the uncertainties 
of the present situation one thing is certain. No cor- 
porate right secured for a long term of years by a 
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legislative enactment the people believe to have been 
corruptly procured, or that the people feel to be un- 
just, will ever live out the term of the grant. At- 
tempts to maintain rights so secured will inevitably 
lead to a conflict between the people and the repre- 
sentatives of corporate power in which corporate 
vested rights, regarded by the people as vested 
wrongs, will be wiped out by the people's imperious 
vengeance, as crisp paper may be destroyed by a 
flame of fire. 

Those who seek the elimination of interests^ profit 
and private ownership through socializing public 
service industries, and those who are making interest, 
profit and private ownership odious through anarchy 
induced by unjust laws, are both equally wrong. 

What the people and what investors really want and 
must have, if the best results are to be obtained for 
each, can and will be secured, but not on the basis ad- 
vocated by extremists on either side. Those who are 
not guided by correct principles cannot be depended 
upon to formulate and apply the requirements of 
justice. They claim to want a solution that will be 
permanent, right and just, but their proposals do not 
contain the proper elements out of which such condi- 
tions can be created. 
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THE SOLUTION FOUND. 

By combining regulations necessary to render the 
municipal ownership and operation of public service 
industries successful, if it can be made successful, with 
regulations necessary to render corporate ownership 
and operation of such industries just, the people will 
secure a fuller measure of advantage than it is possi- 
ble for them to gain by any other means. Investors 
will secure permanency and profitable employment for 
their capital pledged by the faith of the people founded 
on reason made intelligent by a correct knowledge of 
the facts, showing established conditions to be right 
and just. A firmer base than this on which to rest 
corporate rights does not exist in human affairs. 

Such regulations, and such a combination of regu- 
lations have been fully described. They furnish a so- 
lution of the problem which causes the people to say 
to investors: This is our business. For its purposes 
we will employ your capital under your own manage- 
ment. We will insure your investment against im- 
pairment; we will pay you a reasonable profit for its 
use while it is so employed, and when we are done 
with it we will hand it back to you dollar for dollar. 
All advantages that can be secured from the business 
beyond the fulfillment of our agreements with you 
shall be ours. 

Such an offer the people can afford to make. Such 
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an offer "investors can afford to accept. It holds the 
scales of justice in even balance. For both parties to 
the contract it is right and just. 

HOW CAN EXISTING CORPORATIONS BE 

INDUCED TO ACCEPT THE TERMS 

PROPOSED? 

No enemy is conquered until he has been made a 
friend. Existing antagonism cannot be overcome with 
a club. A conflict of interests cannot be merged into 
a peace by mutual agreement without the drawing of 
a contract acceptable to both parties. Let these pro- 
posals be most carefully examined by those who have 
the power to act. Let the terms suggested be pro- 
posed by the people, in the form of permissive legis- 
lation, so that corporate investors can have in def- 
inite, tangible terms the contract they are asked to 
accept, which will be of no effect unless accepted, and 
will apply only to such corporations as do accept it. 
Municipalities and corporations must be perfectly free 
to act individually, and as their individual interest may 
direct. It must be expected that acceptances for a 
time will be few and slow. If the principles of justice 
are correctly applied in the provisions of the permis- 
sive general state laws, and the municipal ordinances 
that must be enacted to give legal authority and effect 
to the regulations and terms here 'Advocated, a gfow- 
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ing recognition by the people and by corporate invest- 
ors of the justice of the conditions so created, can 
safely be depended upon to bring about a complete 
transformation from the present condition of chaos 
and antagonism to a new condition of intelligent regu- 
lation, mutual confidence and satisfaction. Such a 
step of progress will be an epoch-making demonstra- 
tion of the ability of the people to govern wisely. It 
will demonstrate that the American people have the 
judgment and the courage to do the right when the 
right is pointed out to them in a way to appeal to their 
sense of justice. Who will lead the people in an effort 
to win by educational methods this peaceful victory 
for right and justice? 

RESOLUTION OF THANKS TO MR. FOOTE. 

Whereas, Mr. Allen Ripley Foote, of Takoma Park, D. C, 
on invitation of Hon. John Warner, Mayor of Peoria, has 
attended this, the first convention of Illinois Municipalities, 
and has submitted for the consideration of the convention a 
paper expressing his views of "How the Franchise Question 
Should be Settled;" and 

Whereas, Said paper contains propositions and suggestions 
of the highest importance to the Municipalities and people of 
the state of Illinois, 

Be It Resolved, That this convention hereby tender to Mr. 
Foote its thanks for his courtesy in preparing and sub- 
mitting the same and in supplying a copy of the paper for 
the personal use and criticism of each representative member 
of this League. 

James F. Farrell, 
Secy.-Treas. League of Illinois Municipalities. 

Seneca, 111., March 7, 1899. 
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PART II. 

IMPROVEMENT OF MUNICIPAL GOVERN- 
MENT. 

The work done by the Committee of Ten of the 
National Municipal League and its "Report on Mu- 
nicipal Program" entitles the Committee and the 
League to warm praise and thanks from every student 
of municipal subjects and sincere worker for the im- 
provement of American civilization. 

The progressive development of civilization is de- 
pendent upon the morality and prosperity of the "mu- 
nicipal libmes of the people. From these centers of 
thought and concentrated energy issue the intellectual 
and economic forces that form and direct the public 
opinion and policy of the nation and of the world. 
No truths are clearer than those to the careful stu- 
dent of the influence of legislative and administrative 
government upon the welfare of the people. Civilized 
government is an expression of the morality and intel- 
ligence of a people ruled by the freely declared will 
of a majority. It can not be as good as those enjoying 

the highest development of morality and intelligence 
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wish, but it is a great deal better than those suffering 
from an imperfectly developed moral and intellectual 
life are prepared to voluntarily obey. The problem 
of improving government must be solved by rightly 
teaching correct jinderlying principles and inducing 
a majority to demand their practical application in 
legislation and administration. Correct education 
must precede correct legislation. The justice of judg- 
ments rendered according to law can not be more 
just than the law. An honest people can not do right 
if they are misinformed. The justice of the laws they 
demand and enact is not determined by honest inten- 
tions, but by honest intelligence. A majority sufifi- 
ciently intelligent to correctly determine public leg- 
islative policy will be sufEciently intelligent to cor- 
rectly determine public administrative poHcy. Every 
flaw in legislation and administration is the direct re- 
sult of an exercise of power by those who are suffering 
from a defective moral and intellectual development. 
The cause of unintentional injustice is misinformation. 
The cure for unintentional injustice is correct inform- 
ation. A just government will be the realization of 
the ideal of all who wish and work for good govern- 
ment. More than justice awards no person has a 
right to demand. Less than justice requires no per- 
son should be compelled to take. The first lesson 
to be learned is that justice is established, not by de- 
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manding, but by doing justice. Just individual con- 
duct is the only immovable foundation for the justice 
of the state. The fundamental underlying principles 
that must be applied in all moral and economic legis- 
lation and administration, whether it be for a muni- 
cipality, a state, or a nation, if government is to be 
just, do not differ in any way from the moral and 
economic principles that must govern individual con- 
duct, if individual action is to be just. They are the 
principles of universal natural laws applicable through- 
out the entire sphere of human activity and overrule 
every legislative and administrative act, from lowest 
to highest. IntelUgently recognized and complied 
with their application to social and industrial ailairs 
must produce happiness if happiness is an attainable 
condition for human life. Unknown, partially recog- 
nized, imperfectly complied with, or deliberately dis- 
regarded, they produce discontent and sufifering with 
relentless certainty. Every evil of which complaint is 
made has been caused by actions guided by the unin- 
formed, the misinformed or the dishonest, instead of 
a knowledge of correct principle. These evils are 
punishments inflicted for ignorant or malicious fail- 
ures to obey the requirements of universal, natural, 
moral and economic laws. The remedy for evils 
caused by disobedience is obedience. Obedience can 
result only from honest purpose, intelligently executed. 
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Upon this foundation all improvement in municipal 
government must rest. 

ORGANIC LAWS. 

Written constitutions express the best understand- 
ing of fundamental principles that imperfect moral 
and intellectual development will permit to become 
legally authoritative by concrete application in organic 
law. They show on what principles the ruling major- 
ity were in agreement at the time of their adoption. 
They establish standards by which the correctness of 
all legislative acts may be determined. They limit 
the power of the legislature. They safeguard the 
rights of the individual against the tyranny of the 
many. They derive authority from the consent of the 
ruling majority. They are the voice of the people 
and pronounce mandates that the legislative, admin- 
istrative and judicial branches of government must 
obey. They are the supreme law of a municipality, 
a state, or the nation. 

Natural moral and economic laws are the organic 
laws of the universe. If the principles of natural laws 
were universally understood and correctly applied, 
there would be no difference in the enacted organic 
laws of the nations. Differences between enacted or- 
ganic laws are determined by the differences in under- 
standing and applying the principles of natural laws. 
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The organic laws of all subordinate governments 
must be consistent with the principles of the organic 
laws of the government from which they derive their 
being, and they must be administered according to 
such laws, or they can not be authoritative, they can 
not bind the conscience nor command the loyal 
obedience of the people. The organic laws of a 
sovereign power overrule the laws of the government 
that are subordinate to it. The sovereign of the uni- 
verse overrules the nations. The congress overrules 
the states. Legislatures overrule municipalities. Na- 
tional, state and municipal governments overrule the 
individual, but their rights of sovereignty are de- 
rived, not from the consent of the governed, but from 
the sovereign of the universe. When their laws are 
not consistent with the principles of natural laws, 
they can not bind the conscience, nor command the 
loyal obedience of the people, or of any individual. 

In the domain of enacted laws, the organic laws of 
a nation occupy the position of universal sovereign 
within its jurisdiction. In like manner the organic 
laws of a state are endowed with sovereign authority 
within state limits, and the organic laws of a city are 
sovereign within the municipality. The extent to which 
the principles of universal natural laws are infused 
throughout the domain of enacted laws determines 
the character of the government. Imperfect infusion 
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results in bad government. Perfect infusion results 
in good government. Principles are the spirit of 
the law. They give life, authority, to all laws. In 
exact relation to the extent to which men admit the 
Spirit of God into their hearts, incarnate it, and give 
it expression in their conduct, are they good or bad, 
and government by them is good or bad. 

SPECIAL LEGISLATION.' 

Justice requires that the law shall not discriminate 
against the few in favor of the many, or in favor of 
the few against the many. An underlying principle 
in the organic law of every state should.be: The legis- 
lature shall not enact any law affecting municipal gov- 
ernments not made applicable to all cities, or to all 
the inhabitants of cities. The only effectual safeguard 
against special legislation is to provide that there shall 
be none. All necessity for special legislation, real 
or imaginary, results from imperfections in the state's 
grant of power authorizing the inhabitants of cities to 
formulate and enact their own organic municipal laws. 
The remedy for such a defect is in perfecting the 
grant of power, not in special legislation. The prin- 
ciples that should be applied in the organic law of 
every municipal government do not change with the 



* See Proposed Constitutional Amendment, Art. II and Art. Ill, 
Sec. 7. 
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number of inhabitants to be governed, therefore, there 
should be no difference in the grant of power to frame 
their own charter, given to the smallest or the largest 
municipal unit. All such governments are the agents 
of the state for the administration of the principles in- 
corporated in the constitution of the state, and laws 
enacted by the legislature in accord therewith. 

FREEDOM OF POLITICAL OPINION. 

Any impairment of the right to freedom of political 
opinion must result in an impairment of personal lib- 
erty. Justice requires that merit — not political opinion 
or work — shall be the standard by which the fitness 
of any employee of the state, or of any government 
subordinate to the state, shall be determined. That 
person alone is free who holds his position by right 
of his record of duty performed. When the tenure of 
public employment and promotions in public service 
are determined absolutely by fitness for, or record of, 
duty performed, the principal cause of incompetent 
and corrupt municipal governments will be removed, 
and the liberty and dignity of honest labor will be 
effectively asserted. The right of an employee to hold 
his position by virtue of merit is as sacred as the right 
of an owner to hold property lay virtue of legal au- 
thority.' Without opportunity labor can not be per- 



> See Proposed Constitutional Amendment, Art. Ill, Sec. 6. 
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formed. Power to perform labor is an employee's 
property. An act depriving an employee of the op- 
portunity to labor, without a just reason, is equivalent 
to taking property without just compensation. This 
the organic law should forbid. When properly for- 
bidden, all public employees of the state, and of every 
subordinate governmental unit within the state, will 
enjoy freedom of political opinion. Public employees 
will cease to be slaves shackled by the necessities of 
poverty. 

POWERS OF THE MUNICIPALITY. TAXATION.' 

When the state grants to the inhabitants of muni- 
cipalities the right to frame their own organic laws, 
within the limits of consistency with its constitution 
and general laws, it must be made certain that all 
individual rights are clearly defined and properly 
safeguarded by provisions in the organic laws of the 
state. The progress of civilization is dependent upon 
a proper safeguarding of rights to property against 
the unnecessary and unintelligent exercise of the arbi- 
trary power of taxation. If there are any moral and 
economic principles more completely settled than 
others, they are: 

(a) That all persons shall enjoy freedom of tliought, 
freedom of speech, and freedom of action, with a due 
regard for the similar rights of others. 
* See Proposed Constitutional Amendment, Art. Ill, Sec. 7. 
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(b) That all persons shall have the right to own 
the surplus products they may save from the results 
of their labor and investments. 

(c) That property shall not be taken for the benefit 
of public or private users without just compensation. 

These principles limit the power of taxation by 
the state. Any grant of this power to subordinate 
governments must be subject to these limitations. A 
state has no moral right, — it should have no legal right, 
— to grant the power of taxation, or of eminent do- 
main, to a subordinate government without providing 
for an administrative supervision of the accounting 
designed to show the results of its use. 

Prof. Goodnow says: "If there is anything which 
is settled in our constitutional law, it is that the tax- 
ing and the spending powers, through whose exercise 
governmental policy is largely determined, are legis- 
lative in character." 

If there is anything which is clearly taught by ex- 
perience, it is that those who exercise "taxing and 
spending powers" must be guided by correct accounts 
and reports or the governmental policy determined by 
their action will be misdirected by misinformation. 

Mr. Deming says : "An alert and intelligent public 
opinion is a surer safeguard of popular liberties than 
any written constitution." 

Public opinion can not be intelligent if the people 
7 
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are not taught the truth. Every misstatement, whether 
ignorantly or maliciously made, is a disease germ that 
will, to the full extent of its power, deprive the mind 
of its ability to be intelligent. 

A state in granting the right to exercise the arbi- 
trary power of taxation should require every subordi- 
nate government to show with unquestionable clear- 
ness that the purposes for which it exercises its "tax- 
ing and spending powers" are just and necessary, and 
that the objects sought can not be gained with equal 
economic advantage by the employment of other 
means. It should also provide that no municipality 
shall sell a public service for less than the true and 
entire cost of production, and define beyond the abil- 
ity of evasion how cost of production shall be deter- 
mined. These checks upon the power of taxation 
are so clearly demanded by the requirements of justice 
for the protection of taxpayers, there should be no 
division of opinion regarding them. 

POWERS OF THE MUNICIPALITY: CITY ACCOUNTING. ^ 

The determination of public policy is the highest 
function of public opinion. A fundamental require- 
ment for the creation of an intelligent public opinion 
is a properly devised system of uniform municipal 
accounting prescribed and audited by the state. Such 

'■ See proposed Constitutional Amendment, Art. Ill, Sec. 4. 
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a system will furnish a permanent basis for all correct 
reforms of public policy. For this reason I place if 
before the consideration of "City Indebtedness" and 
"Municipal Franchises." Questions involved in these 
subjects can be correctly settled only by the aid of the 
records of experience furnished by a uniform system 
of municipal accounting. 

My first suggestions on this subject are given in an 
open letter "To the Members of the American Eco- 
nomic Association," under date of January 2, 1891, 
transmitting a paper written for presentation to the 
association at its annual meeting held in Washington, 
D. C, December 26-30, 1890. From this paper I take 
the extract found in the Appendix under the heading 
of "Municipal Ownership of Industries." 

(See Appendix No. i.) 

STATE CONTROL OF MUNICIPAL, POLITICAL AND INDUS- 
TRIAL CORPORATIONS. 

Under this title, in Chapter XIII of my discussion 
of the Economic Principles Involved in "The Law of 
Incorporated Companies Operating Under Municipal 
Franchises," written in 1892, I discussed the subject 
further as shown in the Appendix. 

(See Appendix No. 2.) 

COST OF SERVICE TO USERS AND TAXPAYERS. 

I resumed the discussion of this subject in a paper 
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under the above title (read before the National Confer- 
ence of Mayors and Councilmen, at Columbus, Ohio, 
September 29-30, and October i, 1897), designed to 
explain an investigation of water, gas and electric 
lighting works recently undertaken by the United 
States Department of Labor. Extracts from that 
paper will be found in the Appendix. 
(See Appendix No. 3.) 

UNIFORMITY IN MUNICIPAL FINANCE. 

An article under this title, by Prof. C. W. Tooke, 
Assistant Professor of the Public Law and Adminis- 
tration, University of Illinois, appeared in "Municipal 
Affairs," New York, for June, 1898, from which the 
extract in the Appendix is >taken. 

(See Appendix No. 4.) 

RESOLUTION OF THE LEAGUE OF AMERICAN MUNICI- 
PALITIES. 

The League of American Municipalities at its second 
convention, Detroit, Michigan, August 1-4, 1898, had 
the subject "Uniform Municipal Accounting" under 
consideration and adopted a preamble and resolutions, 
as reported in an editorial in the Detroit Journal for 
August 8, 1898, under the title of "League of Muni- 
cipalities." These resolutions are published in the 
Appendix. 

(See Appendix No. 5.) 
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A STATE MUNICIPAL BOARD. 

Under this title an article by Prof. J. W. Jenks, 
Professor of Political Science, Cornell University, ap- 
peared in "Municipal Afifairs," New York, for Septem- 
ber, 1898, the trend of which is shown in extracts pub- 
lished in the Appendix. 

(See Appendix No. 6.) 

INTRODUCTION TO OFFICIAL MESSAGES TO BOARD OF COOK 
COUNTY (ILLINOIS) COMMISSIONERS. 

Until listening to the several papers and recommen- 
dations constituting "the report on municipal program 
by the special committee of the National Municipal 
League," the most recent utterance on this subject, of 
which I have knowledge, is found in the introduction 
to the "Official Messages to the Board of Cook County 
(Illinois) Commissioners, 1894-1898," with an intro- 
duction by D. D. Healy, covering the period from 
1886 to 1894. This introduction is dated, "Chicago, 
September 15, 1898." As Mr. Healy was comptroller 
of Cook County from 1886 to 1894, and has been presi- 
dent of the Board of Cook County Commissioners 
from 1894 to 1898, inclusive, what he has to say on the 
subject of uniform accounting and its bearing on ex- 
isting local conditions has peculiar significance and 
value. Extracts from his introductory chapter will be 
found in the Appendix. 

(See Appendix No. 7.) 
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APPROVAL ASSURED. 

The evidence here given is a guarantee of intelligent 
approval of the position taken by the committee on 
this vitally important subject. The value and pur- 
pose of a uniform system of municipal accounting re- 
quires no better exposition than is given by Dr. Albert 
Shaw, when he says: 

"Your committee concurs with hearty unanimity in 
the opinion that in the exercise of functions under a 
broad and generous grant of power every municipality 
should be held to the very strictest obligation in its 
accounting, and that the accounts of all the munici- 
palities in the state should be kept upon a prescribed 
and uniform plan, and should be submitted to a state 
officer, where they should be compiled upon a well- 
devised scheme, and when thus tabulated and placed 
in due comparison with one another that they 
should be printed and made easily accessible 
to all citizens. There is no check more salu- 
tary than the check of publicity. If our towns are dis- 
posed to go into the business of municipal gas works, 
for example, they should be held, like the English 
towns, to strict reporting, so that it may be readily 
seen which town manages its works best and which is 
doing worst. The results of public administration 
should also be brought into the most unsparing con- 
trast with the results of private administration. With 
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good accounting, upon a clear and understandable 
system, with uniformity throughout the state, and, so 
far as possible, with a tendency toward interstate uni- 
formity, with periodic reports and prompt and regular 
intermunicipal tables, a very stimulating and valuable 
check is at once placed upon unwise, dishonest or 
slovenly municipal administrations, and an opportu- 
nity is readily afforded for each municipality to benefit 
by the experience of all." 

The necessity for such a system is graphically and 
convincingly set forth in the committee's summary of 
Art. Ill, Sec. 4, of its proposed constitutional amend- 
ment, which is as follows: 

"CITY ACCOUNTING. 

"The provisions in Article III, Section 4, consti- 
tute a first step toward greater uniformity in munici- 
pal bookkeeping, a reform which the committee re- 
gards as of the very greatest importance. At the 
present time the systems of keeping city accounts are 
so various and complicated, municipal bookkeeping 
is in such a chaotic state, that it is almost impossible 
for anyone, not an expert, to inform himself as to the 
financial condition of his own or any other city. It 
is impossible to ascertain whether any of the city's 
municipal works are yielding a profit or whether the 
sum reported as profits should, in reality, be charged 
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to depreciation or to interest and sinking fund. The 
provision formulated by the committee requires finan- 
cial reports to be made to some fiscal officer of the 
state in accordance with the forms and methods pre- 
scribed by him. Such reports will be public records, 
and will furnish the basis for an intelHgent judg- 
ment as to the financial condition of our cities. The 
forms prescribed by the state auditor, or such officer 
as may be designated, will certainly react upon the 
method of city accounting, introducing a highly de- 
sirable clearness and simplicity." 

These signs of the time seem to indicate that a wide- 
spread and successful movement is at hand to secure 
a system of municipal accounting that will not only 
be uniform for the municipaHties within a state, but 
uniform in many states. No more helpful and far- 
reaching reform can be undertaken by any well-wish- 
ers for improved municipal governments. 

POWERS OF THE MUNICIPALITY: LIMIT OF CITY 
INDEBTEDNESS.' 

A legal limit to city indebtedness is a check placed 
on the right to exercise the power of taxation. Ex- 
perience has demonstrated the urgent necessity of 
providing such a check for the protection of the tax- 
payer's right to own property in every grant from 

' See proposed Constitutional Amendment, Art. Ill, Sec. 2. 
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the State of the right to exercise the power of taxa- 
tion to any subordinate government. A correct pub- 
lic poHcy demands that the principle that a limit shall 
be placed in the organic law on the legal right of the 
state, and of every government subordinate to the 
state, to incur indebtedness, can not be intelligently 
questioned. The point at which this limit should be 
fixed may, however, be left to the determination of a 
majority of all registered voters within the jurisdic- 
tion of the government for which the question is to be 
decided. If, in determining the limits of debt-con- 
tracting power, no distinction whatever could be 
made between the several classes of debts, all debts 
for whatever purpose incurred being included in the 
debt statement, there would be little room for a differ- 
ence of opinion on this subject. The committee, how- 
ever, has proposed the incorporation into the organic 
law of a new rule and principle to govern the determi- 
nation of the limits of debt-contracting power, which 
demands the closest scrutiny and most careful con- 
sideration. 

CERTIFICATES OF INDEBTEDNESS. 

The rule proposed by the committee is intended to 
exclude from all debt statements made to determine 
the city's power to incur additional indebtedness, "cer- 
tificates of indebtedness or revenue bonds issued in 
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anticipation of the collection of taxes, unless the same 
shall not be paid within two years from date of issue.'" 

This rule is intended to create a margin of safety 
to prevent any sudden or unnecessary embarrassment 
in the management of a city's finances, or to provide 
for an unseen emergency requiring an unusual use of 
the city's credit. While no objection may be urged 
to such a rule, it would be well to guard its applica- 
tion somewhat by providing that no certificate of in- 
debtedness shall be issued under this authority with- 
out a statement of the necessity for such an issue first 
being made and certified to by the comptroller of the 
city, indorsed "approved" by an affirmative vote of 
two-thirds of the members of council, approved by 
the mayor. 

It will be noticed that the bonds authorized by this 
rule are designated "certificates of indebtedness or 
revenue bonds," and that a limit to the date of their 
maturity is implied by the qualification "unless the 
same be not paid within two years from the date of 
issue." In view of the fact that provisions for an- 
other class of bonds in the next preceding paragraph 
have direct reference to revenues other than those 
derived from taxation, while the provision now under 
consideration has reference to income exclusively de- 
rived from taxation, it appears that the intention of 

1 See proposed Constitutional Amendment, Art, III, Sec. 2. 
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the committee would be more clearly stated if the 
designation of this class of securities should be con- 
fined to the term "certificates of indebtedness." 

Certificates of indebtedness are really municipal 
notes— short-time paper — issued on pledge of income 
to be anticipated. This is the reason why the rule ex- 
cluding them from debt-statements made to deter- 
mine the city's power to' incur additional indebted- 
ness is proposed and can be justified. The statement 
of this reason also shows why certificates of indebted- 
ness not paid at maturity should be included in debt- 
statements made to determine the city's, power to 
incur additional indebtedness. Such certificates will 
not remain unpaid after maturity unless there has 
been a failure to collect the income from taxation in 
anticipation of which they were issued. In such an 
event the amount required to complete the payment 
of overdue certificates of indebtedness must be made 
an additional charge on taxpayers to be provided for 
in subsequent tax assessments. As the limit of in- 
debtedness is designed to prevent unduly burdensome 
tax assessments, every item of debt that must be pro- 
vided for by tax assessment should be included in debt 
statements made to determine whether or not the city's 
de'bt has reached the limit designated by law. Such a 
statement can not be correctly made unless the city's 
accounts are correctly kept. It will not be correctly 
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made unless rules and principles to govern it are 
clearly stated in the organic laws of the state and of 
all governments subordinate to the state. 

If the views and suggestions here expressed and 
made are approved, the proposal of the committee will 
read, when amended, as follows: 

Certificates of indebtedness may be issued, in antici- 
pation of income from the collection of taxes levied, 
to be paid at a time designated on their face, within 
two years from the date of issue. All outstanding cer- 
tificates of indebtedness not due shall be excluded, and 
all overdue shall be included in every statement of in- 
debtedness made to determine the city's power to 
incur additional indebtedness. Certificates ol in- 
debtedness shall not be issued unless a certified state- 
ment showing the necessity for their issue is made and 
certified by the comptroller of the city, indorsed "ap- 
proved" by an affirmative vote of two-thirds of the 
members of council and approved by the mayor. All 
certificates of indebtedness shall be provided for and 
payable from the taxes levied for the year in which 
they are issued, and shall never exceed the amount of 
such taxes. 

REVENUE BONDS. 

The principle proposed by the committee is intended 
to exclude, from all debt statements made to determine 
the city's power to incur additional indebtedness, 
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"bonds authorized by the affirmative vote of two-thirds 
of the members of council approved by the mayor 
and approved by the affirmative vote of the majority 
of the voters of the city voting upon the question of 
their issuance at the next ensuing election of city offi- 
cers for the supply of water or for other specific un- 
dertaking from which the city will derive a revenue.'"' 

The wisdom of this principle must be determined 
in the light of the intention of the committee, stated 
as follows: 

"Within its corporate limits, every city within the 
state shall have the same powers of taxation as are 
possessed by the state. It may license, tax and regu- 
late all trades, occupations and businesses, and' shall 
be vested with power to acquire, hold, manage and 
control property, perform and render all public serv- 
ices, and with all powers of government, etc."^ 

"The city may, if it deems proper, acquire or con- 
struct, and may also operate on its own account, and 
may regulate or prohibit the construction or operation 
of railroads or other means of transit or transportation 
and methods for the production or transmission of 
heat, light, electricity or other power, in any of their 
forms, by pipes, wires or other means."' 



' See Proposed Constitutional Amendment, Art. Ill, Sec. 2, 
2 See Proposed Constitutional Amendment, Art. Ill, Sec. 7. 
' See Proposed Municipal Corporations Act, Art. II, Sec. 10, 
last paragraph. 
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In its summary, explaining these provisions, the 
committee says: 

"As regards the powers of the municipality, It is 
evident that the constitutional provisions proposed by 
the committee give to the municipality the widest pos- 
sible discretion in determining the sphere of its activ- 
ity. In fact, one of the main ends which the committee 
has had in view has been to assure to every city a large 
measure of freedom in the determination of local policy. 
In making this recommendation the committee is con- 
scious of having departed from the accepted principles 
of the law of public corporations. The courts have al- 
ways required a specific grant from the legislature to 
justify an exercise of local authority. In giving to the 
municipality all powers not inconsistent with the gen- 
eral laws of the state, the committee has endeavored to 
reverse the policy of the past and to create the pre- 
sumption in favor of the broadest exercise of municipal 
powers." ' 

The intention of the committee can not be clearly 
understood without a careful study of the reasons given 
for it in its collective summary and the statements of 
its selected spokesmen. Continuing, the committee 
says: 

"The history of municipal government clearly shows 

' See Powers of the Municipality, Art. Ill, Sec. 7, Summary 
of Committee. 
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that the constant appeals to the state legislature for 
additional powers has been one of the most unfor- 
tunate influences in our public life. It has created 
the impression that the real seat of city government 
is in the state legislature rather than in the city author- 
ities, and has developed the unfortunate' habit of con- 
stant interference by the former body in local afifairs.'" 

Mr. Horace E. Deming says, in his statement of 
"The Municipal Problem in the United States" : 

"We are now prepared for the statement of two of 
the principal causes of the failure thus far in the United 
States to secure efficient, economical, progressive mu- 
nicipal government, viz. : 

"The municipality is not granted sufficient power 
to determine for itself all matters of local public policy, 
and to settle for itself the details of its scheme of inter- 
nal local administration. 

"The municipality as a subordinate administrative 
agent of the state is placed partly or wholly under the 
supervision and control, not of any state administrative 
department, but of the state legislature. 
****** *** 

"One of the fundamental rules — the exceptions to it 
are indeed rare — of sound state legislation is that it 



1 See Powers of the Municipality.fArt. Ill, Sec. 7, Summary 
of Committee. 
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should be confined to the enactment of laws applicable 
alike to every part of the state's territory. 

"According to the American theory the authoritative 
control of the city's afifairs is not in its citizens, but 
in the legislature. The city controls its own affairs only 
by sufiferance of the legislature. The real seat of au- 
thority is not in the city, but the state legislature. The 
legal validity of an act by the city, e. g., issuing its 
bonds contracting for water-works, for a sewer or a 
pavement, regulating the use of its streets, is not deter- 
mined by the will or expressed desires of its citizens, 
but by the will of the legislature as set forth in some 
statute. The city is not merely the creature of the 
legislative will, it is the helpless victim of legislative 
caprice. 

"Familiar as are these facts and elementary as are 
these legal propositions that have been stated, their 
tremendous consequences in American municipal his- 
tory can not be exaggerated. They constitute one 
of the fundamental reasons for the mismanagement of 
our cities, for the corruption of our legislatures and 
for the lack of municipal patriotism. Whether per- 
forming purely local governmental functions or act- 
ing as the governmental agent of the state, the city 
in the United States is the creature of statute. 
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"The primary function of a city, the fundamental 
reason for its existence is to satisfy the local needs of 
the community within its corporate limits. Let the 
municipal corporation, therefore, be clothed with 
ample g-overnmental power to satisfy these needs. 
Let the legislature grant these powers once for all. 
Application to the legislature for additional govern- 
mental powers will then be unnecessary. If the city 
is granted these powers its citizens must be granted 
also the authority, subject only to limitations ap- 
plicable to all cities in the state, to devise their own 
methods and adopt their own agencies for the exer- 
cise of these powers. The legislature will then have 
neither occasion nor excuse for interfering with the 
substance or detail of the local administrative methods. 

"The leaven is working, and public opinion rightly 
directed will yet compel, not only the legislative grant 
of these powers, but the requisite liberty freely to 
exercise them. This means the right of the citizens 
of a municipality subject to limitations appHcable to 
all citizens to frame their own scheme of local governr- 
ment, to carry their local public policy into- practical 
effect by their own self-elected methods of adminis- 
tration, subject, to the extent that the local policy oc- 
cupies the same field as the general state policy, to 
state administrative supervision." 
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Dr. Albert Shaw says, in his discussion of "The 
City in the United States — ^The Proper Scope of its 
Activities" : 

"When, however, it comes to the question what 
these more or less uniformly organized municipal cor- 
porations shall do from month to month and year to 
year — what service they shall render to the men, 
women and children who are the constituents or 
elements of the municipal corporation — it is the 
opinion of your committee — as we believe it is the 
mature opinion, founded upon experience, of munici- 
pal administrators throughout the world — that no- 
body can decide as well as the individual municipal- 
ity how far it will carry its activities and in what 
variety of ways in detail it shall make itself serviceable 
to its citizens. 

5ft ^ ^ >P ^ 3p ^ ^ S|C 

"My time will not, of course, permit me to turn 
aside from the main trend of my argument to discuss 
the advisability of certain checks and limitations upon 
the exercise of this municipal freedom — such checks, 
for example, as the administrative control of a central 
board, or the supervisory authority of a state audit- 
ing officer, or other methods that may be found by 
experience to be useful. We are. not for a moment 
advocating any extreme innovations, nor are we re- 
pudiating any prudential checks of a general nature 
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that may be found in experience to work usefully. 
We are simply contending for the main proposition 
th?.t the city may well be left to work out its own 
destinies upon the basis of a very broad liberty as 
respects the scope of its functions. 

****** * :|.- * 

"It is not that your committee advocates the muni- 
cipal construction, much less the municipal ogjeration, 
of a transit line. It does not at this moment devolve 
upon us either to advocate or to condemn any par- 
ticular innovation or extension of municipal func- 
tions. What we contend for is that in all these mat- 
ters, affecting in vital ways the very life of the com- 
munity, such as the water supply, the lighting supply, 
the cleansing service, methods of transit and others 
more or less analogous, the municipal corporation 
ought to be in as good a position under the law as any 
private corporation to engage directly in the business 
of supply. We are entirely ready to admit the desir- 
ability of general laws to guard against certain pos- 
sible crudities or abuses of such functions, and cer- 
tainly would not any of us object to a well-organized 
administrative oversight on the part of the state, both 
of the financial and of the engineering or technical 
aspects of every kind of business enterprise that any 
municipality might be prepared to enter upon. 
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"Your committee, while not working out the de- 
tails, is of the general opinion that while a percentage 
limitation upon the debt incurring power of the munici- 
pal corporation may be a convenient sort of a check in a 
general way, such form of limitation is sometimes ex- 
tremely embarrassing and not justifiable by the facts. 
It would seem, therefore, that there ought to be ex- 
cepted from the indebtedness permissible under such 
a percentage limitation the liabilities incurred for the 
construction or purchase of water supplies, lighting 
plants or transit lines, where in the very fact of the 
monopoly character of such business it is wholly ob- 
vious that the rates can always be made both to pay 
operating expenses and also to meet interest and 
sinking-fund charges. In a broad way, therefore, it 
would be our judgment that for the sake of the prog- 
ress of our municipal life there should be recognized 
in municiijal finance a clear distinction between in- 
debtedness which is, after all, no burden whatever 
upon the taxpaying power of the community, because 
altogether protected by the productive character of 
lucrative municipal assets. 

"The bonds for sucn improvements as these new 
docks do not burden the taxpayers to the extent of 
a single penny, because the steamship companies will 
not only pay the interest and provide the sinking 
fund, but also something in addition as clear revenue. 
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"Where such enterprises are inspected and ap- 
proved by duly qualified state authorities as being 
safely in the class of municipal assets to be designated 
as self-sustaining or productive, it would seem wise 
that they should be placed in a different category so 
that the municipality might have the same freedom 
as private corporations to enter upon these supply 
services, while not embarrassing itself in the neces- 
sary work of supplying schools, cleaning the streets 
and maintaining a high standard of sanitary adminis- 
tration. 

"TbSse articles (Article III, proposed Constitu- 
tional Amendment, and Article II, proposed Munici- 
pal Corporations Act) on the powers of cities intend, 
in the frankest way, to confer a very broad and general 
liberty upon the municipal corporation to do things, 
local and municipal in their nature, which do not in- 
terfere with the general work of the state government, 
nor with the rights and immunities of commodities or 
individuals. The power of the city to acquire property 
is made exceedingly broad, and the exercise of the 
right of eminent domain is conferred upon the city 
in a manner which your committee believes that the 
manifold work of the modern municipality really justi- 
fies and requires. For various purposes it is fre- 
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quently desirable that the municipality should own 
land outside of its own limits — such, for example, as 
the protection of the sources of its water supply, the 
maintenance of sewage disposal farms, the estab- 
lishment of public cemeteries, the creation of outly- 
ing parks and pleasure grounds and so on. Your 
committee is of the opinion that for public purposes 
the municipal corporation may be safely intrusted 
with the power to exercise the right of eminent do- 
main outside as well as inside the corporate limits. 
In the making of a public park we should think it 
reasonable to allow the municipal corporation at its 
discretion to condemn more land than it needed in 
order by the subsequent sale of environing portions to 
defray in part the cost of the park. And we are 
further of the opinion that the municipality should 
have the power at its discretion to pay for at least some 
part of the cost of a park, or other comparable public 
improvement, by a graduated system of special as- 
sessments levied upon benefited property." 

Mr. Charles Richardson says, in his discussion of 
the subject of "Municipal Franchises" : 

"There is much force in the argument that so long 
as such voter can directly afTect the character and 
conduct of his local government, his interest in it 
will be in proportion to the number, importance and 
directness of the different ways in which that g'overn- 
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ment serves and affects him. So far as he. may come 
to regfard it as his business agent he will want to 
Sfuard and improve it. So far as it becomes the 
servile instrument of private corporations in which he 
has no voice or share, he will cease to respect or care 
for it. If we are anxious for the citizens to elect 
officials who will purify their local government and 
place its employees upon the permanent non-partisan 
, basis of the merit system, it seems reasonable to urge 
that we should advocate measures which will rather 
increase than curtail the functions of that government 
as the only form of organization which can represent 
all the owners of public property, and in which every 
voter can feel that he is an active member, entitled to 
a voice in the management and a share in the profits 
and benefits. 

"And it should be remembered that a large majority 
of the voters have no private property directly subject 
to assessment, and are therefore much more likely to 
take an interest in the management of their public 
property and public services than they are in any 
questions of municipal income or rates of taxati®n. 
If we want the people to develop higher civic ideals 
we must enlarge the scope and importance of their 
city government. If we want them to appreciate the 
advantages of intelligence and fidelity in their public 
servants, we must give those servants such duties and 
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responsibilities that incompetence and dishonesty 
can neither be concealed nor endured." 

These explanations and statements make the in- 
tentions and the reasons of the committee very clear. 

This division of the subject is not the place in which 
to discuss the pubhc policy of the purposes of the 
committee, but rather the means by which they are to 
be obtained. The proposal is to remove all legal re- 
strictions on the debt limit for debts incurred for the 
"supply of water or for other specific undertaking 
from which the city will derive a revenue," by ex- 
cluding all such debts from debt statements made to 
determine the city's power to incur additional indebt- 
edness. Authority to do this, incorporated in the 
organic law, will deprive the legislature of the power to 
restrict the issue of bonds by any city, so long 
as they are authorized as provided. This provision, 
and it is intended to be so, destroys an important 
check upon the issue of bonds by any city for the 
purpose indicated. The only check substituted for 
the restriction of a fixed debt limit including all 3ebts 
is the provision that such bonds must be "authorized 
by the affirmative vote of two-thirds of the members 
of council, approved by the mayor and approved by 
the affirmative vote of the majority of the voters of the 
city voting upon the question of their issuance at the 
next ensuing election of city officers." Is this pro- 
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vision a satisfactory protection to the right to own 
property? It is clear from its explanations that the 
committee expect revenue-producing undertakings 
for which bonds may be issued to be "self-sustaining 
or productive," and that they shall not "burden tax- 
payers to the extent of a single penny," but the terms 
of this proposed constitutional amendment do not so 
declare. It leaves taxpayers in the position of en- 
dorsers. If the income is sufficient to cover all costs 
and provide for the payment of the bonds at maturity, 
it is well, but if a deficiency results taxpayers must 
make it good. This fact is clearly shown by the fol- 
lowing clause in the proposed amendment: 

"Provision shall be made at the time of their issue 
for raising a sum of money by taxation or otherwise 
sufficient to pay the interest upon all city bonds as 
it falls due, and to pay and discharge the principal 
thereof within twenty years from the date of their 
issue." ' 

This provision determines that the annual charge 
for interest, and the requirement for a sinking fund 
"to pay and discharge the principal within twenty 
years," shall be raised by taxation if not "otherwise" 
provided. This fixes the liability of taxpayers and 
leaves them dependent for protection upon the 



1 See Proposed Constitutional Amendment, Art. Ill, Sec. 2, 
second paragraph following clause 2. 
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method provided for authorizing the issue of bonds 
and the expectation that the debt will not "burden 
taxpayers to the extent of a single penny." What is 
the value of this protection? 

Mr. Charles Richardson says: "And it should be 
remembered that a large majority of the voters have 
no private property directly subject tO' assessment, 
and are therefore much more likely to take an interest 
in the management of their public property and public 
services than they are i*^ any questions of municipal 
income or rates of taxation." 

Here is a clear statement that it is proposed to make 
the right to own private property in cities dependent 
upon the action of voters who "have no' private prop- 
erty directly subject to assessment," and who are 
"much more likely to tajce an interest in the manage- 
ment of their pubhc property and public services than 
they are in any questions of municipal income or 
rates of taxation." Is the taxpayer's confidence in 
the honesty and intelligence of voters who own no 
private property sufficient to make him entirely satis- 
fied with this security? 

A majority of the voters voting elect the members 
of council and the mayor, therefore, they can elect 
those who will favor the authorization of bonds, and 
a majority of the voters voting have power to approve 
the authorization for issuing bonds in the name of the 
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city. If it is true that "a large majority of the voters 
have no private property directly subject to assess- 
ment," it is possible, under the terms of this pro- 
posed constitutional amendment, for voters owning; 
no property to place a mortgage upon all the property 
in a city, and this practically without limit as to 
amount, "for the supply of water or for other specific 
undertaking from which the city will derive a reve- 
nue." They can do this although every property- 
owner in the city should vote against the proposal. 
Non-owners are declared to be in the majority. The 
will of the majority determines public policy. This 
majority have the power to amend the organic law 
of the state, as proposed. This grant of power, not 
otherwise restricted, once incorporated in the con- 
stitution will establish industrial socialism, and open 
a way in which all property may be confiscated and 
socialized through the power of taxation. 

Voters can acquire public property in only two 
ways. Property must be taken from private owners 
by taxation or by payments made for public services 
and socialized by transfer to the public. Is it safe 
to depend upon voters who "have no private property 
directly subject to assessment" to pay for gas works, 
street car lines, etc., through the prices they pay for 
the services rendered to them, when they can reduce 
prices below cost of production and compel tax- 
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payers to make good the deficit? Voters are being 
taught continuously that municipal ownership and 
operation means lower prices for all public services. 
Prices for service rendered by an undertaking en- 
tered upon under unchecked stress of such represen- 
tations are sure to be made low. If the income de- 
rived from public service undertakings is sufificient for 
the payment of all costs of ownership and operation 
and a proper provision for a sinking fund, it is well, 
but if it is not, the user can not be assessed to make 
good the deficit, that is the special privilege of tax- 
payers. No others can be assessed. Every dollar 
so taken from private property-owners is confiscated 
and socialized or distributed to other private persons 
in payment for material and labor supplied for the 
municipal undertaking. Taxpayers receive no com- 
pensation for the tax they pay that is not enjoyed 
equally by all users who pay no tax on property. 
Therefore all property taken from taxpayers to make 
good deficiencies in income resulting from the owner- 
ship and operation of public service industries, is taken 
without compensation. Is this what the committee 
intend? Evidently not! How can it be prevented 
under the terms of the proposed grant of power? 
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A SATISFACTORY CHECK FOR THE PROPOSEl.) 
GRANT OF POWER. 

The proposed grant of power should be limited by 
the requirement that no product of, or service ren- 
dered by, an undertaking owned and operated by a 
municipality shall be sold at less than cost. Such a re- 
quirement is absolutely indispensable for the protec- 
tion of the right to own property in cities if the 
proposed grant of power is given. It is entirely in 
accord with the intentions and purposes of the com- 
mittee. It will make certain the conditions the com- 
mittee assumes in justification of its recommendation 
that the proposed grant of power be given. 

Dr. Albert Shaw well says: 

"In a broad way, therefore, it would be our judg- 
ment that for the sake of the progress of our muni- 
cipal life there should be recognized in municipal 
finance a clear distinction between indebtedness in- 
curred in non-productive public improvements and 
the indebtedness which is, after all, no burden what- 
ever upon the taxpaying power of the community, be- 
cause altogether protected by the productive char- 
acter of lucrative municipal assets." 

To this proposition I give unqualified approval. 
Being in agreement on the fundamental principle that 
must be applied in separating indebtedness that must 
be included in debt statements made for the purpose 
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of determining a city's power to incur additional 
debts, it only remains to make it certain that debts 
intended to be "no burden whatever upon the tax- 
paying power of the community" shall not become 
a burden, and, if they do, that they shall not be ex- 
cluded from debt statements. It is self-evident that a 
debt which is not a burden on taxpayers must be pro- 
tected "by the productive power of the undertaking. 
It is equally evident that all margin of difiference be- 
tween income and expenditures, if income is less 
than expenditures, must be paid by taxpayers and to 
that extent the debt will be a burden "upon the tax- 
paying power of the community." To prevent this 
from occurring charges for services rendered must 
contain a sufificient margin above cost to insure tax- 
payers against unfavorable fluctuations in estimated 
income or expenditures. Prices must include the 
entire and true cost plus a safe margin for profit or 
as an insurance against loss. This requirement must 
be included in the proposed grant of power if it is to 
operate as the commitee intends. 

THIS CHECK IS ENTIRELY PRACTICABLE. 

All public service undertakings are natural monop- 
olies. Being monopoHes, prices for services ren- 
dered by them can be determined with reference solely 
to the requirements of the service. In the cases under 
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consideration these requirements are that prices shall 
be so calculated that they will produce sufficient income 
fully to pay all costs of ownership and operation, plus 
a safe margin to insure taxpayers against unfavor- 
able fluctuation in estimated income or expenditures, 
and to provide a sufficient contribution to a sinking 
fund "to pay and discharge the principal" of the debt 
incurred on account of the undertaking at its matur- 
ity. Competition is not permitted with public under- 
takings, therefore users have no choice but to pay the 
prices charged or to decline to use the service. 
This makes it certain if the costs of producing serv- 
ices under municipal ownership and operation are 
sufficiently low to induce the required use that the 
undertakings can be paid for out of the earnings with- 
out being any "burden whatever upon the taxpaying 
power of the community." This is the ideal of the 
committee. It is a condition that must be made cer- 
tain for the protection of taxpayers, in the proposed 
grant of power. That this can be done is clearly 
demonstrated by the spokesman of the committee 
selected to discuss this subject. 

Dr. Albert Shaw says: "It would seem, therefore, 
that there ought to be excepted from the indebtedness 
permissible under such a percentage limitation the 
liabilities incurred for the construction or purchase of 
water supplies, lighting plants, or transit lines, where 
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in the very fact of the monopoly character of such 
business it is wholly obvious that the rates can al- 
ways be made both to pay operating expenses and 
also to meet interest and sinking-fund charges. 

But one thing more is needed. Make it certain that 
rates shall be so made. It must be remembered that a 
majority of the voters to be vested with power to 
determine public policy in favor of socializing public 
service industries by making them municipally owned 
and operated monopolies; to be vested with power 
to issue bonds in the name of the city to cover the 
cost of the construction or purchase of such under- 
takings, can not be divested of the power to deter- 
mine the rates a city administration shall collect in 
payment for services rendered unless the check is 
placed in the grant of power. Rates for service 
is a more important question of public policy than 
ownership and operation. If rates are just, it is a 
matter of indifiference to users who owns and operates. 
The demand for public owrDership and operation is a 
protest against a real or an imagined injustice im- 
posed upon users by public service corporations. A 
just rate is one that will produce sufficient income for 
the purposes set forth. The proposed grant of power, 
unqualified, intrusts users with power to determine 
the rates they shall pay for the services rendered to 
them. It is affirmed on the part of the committee that, 
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in its judgment, human nature, the human nature of 
the users in interest, has become sufficiently civilized 
to be safely intrusted with this power; that the use 
made of this power will be just and right. If this be 
true, it is none the less necessary that statements of 
costs of ownership and operation shall be required and 
shall be true exhibits. Taxpayers require protection 
from the errors of ignorance as well as from the 
grasping greed of private users who "have no private 
property directly subject to assessment, and are there- 
fore much more likely to take an interest in the man- 
agement of their public property and public services 
than they are in any questions of municipal income or 
rates of taxation." Honest men will be just if they 
know the truth. Others have no right to be con- 
sidered. The organic law must not only declare the 
principle that rates must be sufficient to covej" all 
costs of ownership and operation, plus a margin for 
factors of error and the requirements for a sinking 
fund; it must define what shall be included in state- 
ment of costs made to determine rates. 

COSTS OF OWNERSHIP AND OPERATION. 

Having developed the subject to this point it is 
now possible to show the supreme importance of a 
uniform system of municipal accounting to be pre- 
scribed and audited by the state. Those who pre- 
9 
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scribe the accounting system must prescribe what 
items shall be included in all statements of costs. This 
duty must not be left to the incompetent nor the dis- 
honest. Upon the correctness of its performance 
depends the correctness of the information that will 
make possible and guide "an alert and intelligent pub- 
lic opinion, which is a surer safeguard of popular 
liberties than any written constitution." It is more 
than this. It is the only safeguard of popular liber- 
ties. In a government by the people public opinion 
makes and unmakes written constitutions. The pro- 
posal under consideration is that public opinion shall 
be so educated that it will unmake existing constitu- 
tions and dictate new ones in which there shall be in- 
corporated the provisions suggested by this National 
Municipal League. That my contribution to this 
end may carry the full force of matured thought, I 
may be permitted to show that the position I now hold 
was taken eight years ago, and that in the light of all 
the discussions to which the question has since been 
subjected, I know of no reason for changing it. In 
1889-90, I was employed to draft the schedules to be 
used for the investigation of the electrical industries 
by the eleventh United States census. In those sched- 
ule.s, as adopted and used, the following items are 
included in fixed charges as a part of the costs of 
ownership and operation. 
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The schedules for public service corporations and 
for municipally owned and operated undertakings are 
identical in this particular. 

"GENERAL FIXED CHARGES. 

"Insurance, total amount of annual premium. .$ 

"Interest, per cent, on total investment, annual 

amount $- 

"Taxes, rate per cent, annual am't .$ 

"Patent licenses and royalties, annual am't $ 

"Franchise licenses and royalties, annual am't.$ 

"Depreciation on buildings, rate per cent., an- 
nual am't $ 

In the subdivisions of "Steam Plant — Station Ex- 
penses:" "Electric Plant — Station Expenses:" 
"Expenses of Distribution:" and "Water-Power 
Plant Expenses," provision was made for depreciation 
on the investment in machinery and equipment so 
that, as a result, depreciation on total investment was 
provided for. 

These schedules were available for those interested 
in the discussion of this subject when I invited the 
American Economic Association at its annual meet- 
ing held in Washington, D. C, December 26-30, 1890, 
"to appoint a committee to designate the divisions of 
accounts, and the items to be included in each, that 
should be kept by corporations performing quasi-pub- 
lic services," and to provide "that said divisions be 
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SO made that the efifect of each essential economic 
factor will be shown, to the end that correct statistics 
may be obtained throug'h a uniform method of ac- 
counting', as a basis for intelligent, economic discus- 
sion and legislation," 

Having made this request I then afifinned my posi- 
tion on this question as follows: 

"We must first agree on what items constitute cost, 
then must see to it that these items are honestly 
included in all statements of cost. This done, we are 
in a position to take intelligent action, and may then 
award the contract to the municipality or to private 
enterprise, whichever, in the light of facts so obtained, 
may appear to be to the best economic advantage of 
the greater number of people, those who toil and are 
poor." 

In my discussion of the economic principles in- 
volved in "The Law of Incorporated Companies 
Operating Under Municipal Franchises," ^ written in 
1892, I say (page 94) "The state should stipulate that 
'fixed charges' shall include all taxes paid to the 
municipality or state, if such there be; cost of insur- 
ance against risk of loss by fire and injuries to em- 
ployees and others; a necessary per cent, on income 
to cover depreciation of property in use and contin- 
gencies; a necessary per cent, on income to provide 

' Published by Robert Clarke Company, Cincinnati, O. 
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a fund to defray the expenses of experimenting with 
and testing the merits of improved methods, ma- 
chinery or materials, with the view of rendering the 
plant, its lines and connections, more efficient and safe 
in operation and the service more economical and 
at lower cost for the users; and interest upon the full 
amount of the approved investment at the same rate 
per annum as the municipality pays on its indebted- 
ness." 

In the schedules adopted by the United States De- 
partment of Labor (1897) for its investigation of 
water, gas and electric lighting works, privately or 
municipally owned and operated, the following desig- 
nations are found: 

"Fixed charges: 

"a. Interest on total investment at rate paid on 

bonds $ 

"b. Annual amount paid for licenses or royalties.$ 

"c. Taxes paid for the year as shown by inquiry 

123, general schedule $ 

"d. Annual depreciation on cost of works $ 

I submit this evidence to this National Municipal 
League with the request that its committee shall 
either approve my position on this question of costs 
of ownership and operation, or clearly state its own 
position so that the pubhc it is our mutual desire to 
correctly educate may intelHgently judge which is in 
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the rig:ht, if there is any difference, — I think there 
is none, — between us. 

I submit this evidence to the taxpayers of this 
country who must rightly understand this subject if 
they are to take intelHgent action to prevent the con- 
fiscation of their property through tke adoption of an 
unsound public policy by reason of misinformation. 

I submit this evidence to the users of public services 
throughout the country that they may confirm my 
opinion that when their action is guided by a correct 
knowledge of the facts it will be just and right. 

I firmly believe, when the fundamental importance 
of this subject is rightly understood, that the entire 
membership of this National Municipal League, every 
taxpayer and every user of public services in this 
country will approve, without reserve, the affirmation 
adopted by the League of American Municipalities, at 
its annual meeting held in Detroit, Mich., August 1-4, 
i8g8, which is as follows: 

"A uniform system of accountingapplicable to every 
municipality in a state, formulated and audited by 
the state, designed to show the entire and true costs 
of all public utilities owned and operated by munici- 
palities is the most effective check on unwise expendi- 
tures, and the most reliable guide to correct municipal 
policy that can be devised." 

All that has been here said on the subject of correct 
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uniform accounting confirms in the strongest manner 
the conclusions of the committee in its summary when, 
referring to the provisions of Article III, Section 4, 
of the proposed constitutional amendments, it says: 

"They constitute a first step towards greater uni- 
formity in municipal bookkeeping, a reform which the 
committee regards as of the very highest importance. 
At the present time the systems of keeping city ac- 
counts are so various and complicated, municipal 
bookkeeping is in such a chaotic state, that it is al- 
most impossible for any one, not an expert, to inform 
himself as to the financial conditions of his own, or 
any other city. It is impossible to ascertain whether 
any of the city's municipal works are yielding a profit 
or whether the sum reported as profit should, in 
reality, be charged to depreciation or to interest and 
sinking fund." 

Having stated my views, I suggest that Clause (2) 
of Article III, Section 2, of the proposed constitu- 
tional amendment be so amended that it will read as 
follows : 

(2) Or bonds authorized by the affirmative vote 
of two-thirds of the members of council approved by 
the mayor and approved by the affirmative vote of 
the majority of the voters of the city voting upon 
the question of their issuance at the next ensuing 
election of city officers for the supply of water or 
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for other specific undertakings from which the city 
derives a net revenue, but whenever an undertaking 
fails to produce a net revenue, all bonds or other 
obligations issued or incurred for its account shall 
be included in every statement of the public debt 
made to determine the city's power to incur additional 
indebtedness. No city shall sell the products of 
or services rendered by such undertakings at a price 
or prices that will not produce sufficient revenue fully 
to pay all costs of ownership and operation plus 
a sufficient amount effectually to provide against un- 
favorable fluctuations in estimated income and ex- 
penditures and an annual contribution to a sinking 
fund required to fully pay all bonds issued on account 
of the undertaking at maturity. In determining the 
cost of service in the case of any undertaking from 
which a revenue is derived, interest on the investment 
at the rate paid by the city on its bonded debt; the 
cost of insurance against losses by fire, accidents, 
and injuries to persons; the amount of taxes relin- 
quished by reason of municipal ownership ; and a per- 
centage on investment to be determined by the state 
comptroller to cover depreciation, shall be include^ in 
fixed charges as items of cost, in addition to all other 
costs of ownership, operation and administration. 
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BONDS EXCLUDED FROM DEBT STATEMENTS SHOULD NOT 
BE PAID BY TAXATION. 

The last paragraph of Clause 2 of Section 2 of Ar- 
ticle III of the proposed constitutional amendment 
is as follows: 

"Provision shall be made at the time of their issue 
for raising a sum of money by taxation or otherwise 
sufficient to pay the interest upon all city bonds as 
it falls due, and to pay and discharge the principal 
thereof within twenty years from the date of their 
issue." 

The purpose of a debt limit is to protect the right 
to own property from the rapacity of taxing and 
spending legislative powers. 

Mr. Horace E. Deming says: "From the begin- 
ning of our government the legislative branch has been 
the great usurper of power and the most dangerous 
to popular liberty." 

The distinctive characteristic of a civilized govern- 
ment is the protection it gives to personal liberty and 
the right to own private property. When it is realized 
that allprivateproperty is held subject to the sovereign 
power of taxation and of eminent domain, it will be 
seen that a supreme necessity exists for a clearly de- 
fined and declared public policy fixing a limit upon 
the exercise of these powers by the ruling marjority 
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Oi municipal councils or state legislatures. This ne- 
cessity has been dealt with in many states by fixing 
the debt limit of subordinate governments at a speci- 
fied per cent, upon the assessed value of the property 
subject to taxation within their respective jurisdictions. 
The proposed constitutional amendment has been de- 
vised to extend this debt limit by providing that 
certain classes of indebtedness shall be excluded from 
debt statements made to determine a city's power to 
incur additional indebtedness. The reason given for 
such a measure is that the bonds to be excluded rep- 
resent investments in productive undertakings and are 
not a burden upon taxpayers. The debt limit having 
been devised to protect taxpayers, a debt that is not 
a burden on taxpayers may properly be excluded from 
a statement of debt made for their protection. 

If municipal undertakings are to be initiated and 
carried on, upon the assumption that they are not 
to be a burden upon taxpayers, it will be the part of 
wisdom to provide in the conditions under which 
bonds are issued to secure the capital to be invested 
that they shall not be amortgage upon taxpayers' prop- 
erty. The proposed constitutional amendment de- 
clares that "at the time of their issue" provision shall 
be made to pay the interest and principal of all city 
bonds. These bonds may be of two classes, (a) 
Those issued for-ncm-industrial purposes, the entire 
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costs of which are a direct burden on taxpayers, (b) 
Those issued for industrial purposes, the costs of which 
are to be paid by users of the service. The first 
class are to be included, and the second class ex- 
cluded from debt statements. There is a defect in 
the proposal, however, in that it fails to give any 
security whatever that bonds of the second class shall 
not become a burden on taxpayers. An undertaking 
may be entered upon in the most unquestioned good 
faith, that income from services sold will pay all 
costs and provide for the payment of the principal, 
but human calculations are not infallible. Expec- 
tations in these respects may or may not be realized. 
If they are not realized, where is the provision in this 
proposal to prevent the payment of interest and prin- 
cipal from becoming a burden on taxpayers? 

If those who advocate this proposal wish to carry it 
out in good faith they should provide that bonds is- 
sued for industrial undertakings shall only be secured 
by a mortgage on the franchise, property and income 
of the undertaking, and shall not be provided for by 
taxation. The mortgage should give the bondholder 
the right to foreclose, in case of failure to pay. This 
will efifectually prevent such bonds from ever becom- 
ing a burden on taxpayers. It gives a municipality 
"the same freedom as private corporations to enter 
upon these supply srervjces," aird -makes ifcertairt'that 
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it will not thereby "embarrass itself in the necessary 
work of supplying schools, cleaning the streets and 
maintaining a high standard of sanitary adminis- 
tration." If I rightly understand it, such a provision 
will give practical effect to the principle advocated by 
and the expressed intention of the committee. 

To complete Clause (2), Section 2, of Article III, 
proposed constitutional amendment, the following 
provision should be added: 

All bonds to be excluded from debt statements 
shall be secured only by mortgage upon the franchises, 
property and incomes of the undertakings in behalf 
of which they are issued, and the holders of such bonds 
shall have the same rights of foreclosure as are en- 
joyed by the holders of bonds issued by private cor- 
porations. 

LEGISLATIVE CONDITIONS FOR MUNICIPAL AND PRIVATE 
CORPORATIONS SHOULD BE IDENTICAL. 

If a correct public policy is to be created regarding 
the most effective method of securing the best public 
services at the lowest practical price to users, it must 
be based on a correct knowledge of all comparable 
facts. That facts may be comparable all conditions 
pertaining to franchises and accounting that can be 
determined by legislation should be made, identical 
for both classes of qorporationSi municipal and private. 
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That the same system of accounting may be justly re- 
quired from each they must enjoy the same protection 
in franchise conditions. It is not just to make a 
comparison between a municipal corporation financed 
as a perpetual monopoly and a private corporation 
financed as a short-termed competitive undertaking. 

I yield leadership to no one in my advocacy of the 
fundamental importance of correct public accounting 
by municipal and private corporations, but it should 
always be remembered that the principle of public 
accounting is not compatible with the principle of 
competition. One or the other must be eliminated. 
If it is correct public policy to rely upon competition 
as a means of securing "reasonable rates," it is un- 
sound public policy to require competitors to expose 
their accounts as public accounting, if required, would 
compel them to do. Such an exposure would destroy 
competition. When public policy eliminates all idea 
of competition from public service supply, and de- 
pends upon the operation' of purely economic causes 
to secure the best services at the lowest practicable 
price to users, it will be in a position to demand cor- 
rect public accounting by public service corporations. 

The fundamental error in enacting legislation is 
found in unintelligent efforts to apply the principles 
of competition to the management of natural monop- 
olies. Instead of recognizing tjie monopoly char- 
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acter of their business and constituting them in fact, 
as they are in nature, public service corporations, pri- 
vate corporations have been formed and their business 
has been recognized and dealt with as a private 
enterprise subjected to all the uncertainties of com- 
petition, unintelligent legislative control, handicapped 
by incomplete short-termed franchises. The accounts 
of such corporations are private accounts. Unless 
public poHcy grants the franchise protection enjoyed 
by municipal corporations to public service corpora- 
tions, it can not apply to the accounts of these cor- 
porations the same requirement that should be made 
for municipal corporations. When franchise condi- 
tions for the two classes of corporations are made 
identical, the system of accounting required from 
each may be identical. When new grants are made 
upon this basis, both classes of corporations should 
report to the state comptroller so that, in the discharge 
of his duties, he can compare both classes of accounts, 
item with item, and make a comparative statement 
for the information of the public that will clearly 
demonstrate the relative economic efficiency of the two 
systems. To do this fairly, with favors to none, with 
justice for all, will be to render a public service of high 
importance of which there is urgent need. 

When such conditions are established, there should 
be no legislative obstacles to prevent any municipality 
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from assuming the ownership and operation of any 
public service industry, or to dispose of them to 
public service corporations, which ever way public 
policy, correctly informed by the records of experience 
written by impartial authority showing- the entire 
truth, shall decide is for the best interests of the people 
locally interested. 

Until public policy decrees that the taxing- and 
spending powers of subordinate governments shall be 
checked by a uniform system of accounting prescribed 
and audited by the state ; that in the case of all public 
undertakings for the supply of services to be paid for 
by users the accounts shall be designed to show the 
entire costs of ownership and operation, definitely 
specifying the items to be included in cost and pro- 
viding that no public service shall be sold for less 
than cost, there can be no correct basis for intelligently 
determining broad and vital questions pertaining to 
franchise grants. 

Until there is a clearly defined pubHc policy on these 
questions determined with special reference to fix- 
ing the limit of municipal indebtedness, a discussion 
of the provisions to be contained in franchise grants 
can not be profitably undertaken. 

If municipal ownership and operation of public 
service industries is good public policy no more fran- 
chises should be granted to private corporations. There 
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are a sufficient number of examples of municipally 
owned and operated industries to settle this question 
beyond the possibility of an intelligent doubt. The 
vital requirement of existing conditions is the grant 
of legislative conditions to public service corporations, 
identical with those granted to municipal corporations 
in order to institute competition between the two sys- 
tems on equal comparable terms, and the development 
of authoritative statistics which can only be supplied 
by a uniform system of accounting as proposed. How 
can the assumption be maintained that economic gains 
have been secured by the people in any locality 
through the public ownership and operation of the in- 
dustries when the present system of keeping city ac- 
counts as described by the committee is : 

"Various and complicated in such a chaotic state, 
that it is almost imposible for any one not an expert to 
inform himself as to the financial condition of his 
own or any other city. It is impossible to ascertain 
whether any of the city's municipal works are yielding 
a profit or whether the sum reported as profit should, 
in reality, be charged to depreciation or to interest 
and sinking fund.'" 

PUBLIC POLICY SHOULD PROTECT EXISTING INVESTMENTS. 

It is Strange that a committee which recognizes the 
monopoly character of public service industries, and 
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is well acquainted with the public policy of foreign 
countries regarding them should be silent on the vital 
question of adequate protection for existing invest- 
ments. In European countries and some states in this 
country, a municipality is required to buy the ex- 
isting plant and equipment in use for the supply of 
the service it seeks to monopolize. 

This requirement is not only in accord with the 
principles of justice that should govern all dealings 
with existing investments, it is also in accord with 
the requirements of the monopoly character of the 
business. While this requirement gives direct pro- 
tection to existing investments, it is fundamental to 
the right to own private property. If the assault on 
the right to own private property now being made 
in many forms is permitted to succeed in one particu- 
lar, strength will be gained from that success to make 
the attack at some other point more determined. 

The reliance for success upon municipal ownership 
of public service industries is upon the "monopoly 
character of the business," yet, when the committee 
formulates its provisions for franchise grants to pub- 
lic service corporations there is no stipulation that 
such grants shall be exclusive. If it is not intended 
to permit competition, why is there a failure to make 
the grant exclusive? 

There is not a city in the country in which there 
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does not exist a plant and equipment for the supply 
of every public service under consideration. 

There is not a city in the country where a perma- 
nent gain can be made for users and taxpayers by 
the grant of a franchise permitting competition with 
an existing plant and equipment. When public opin- 
ion is correctly instructed public policy will forbid the 
granting of another competing franchise. 

All students of this subject agree that public service 
industries are natural monopolies. Every attempt 
to apply the principles of competition to them tends 
to prevent the operation of purely economic causes 
which alone have the power to secure for the people 
the best services at the lowest practicable prices. To 
permit the duplication of plants and equipments, in 
any event, for the purpose of the same service, is an 
economic crime. 

The duplication of the plant and equipment of a 
private corporation by a municipality is not only an 
economic crime, it is the muredr of its offspring by 
the government that gave them birth on the protec- 
tion of which they must rely for existence- 

VOLUNTARY vs. COMPULSORY INVESTMENTS. 

There is one marked difference between the two sys- 
tems of supply by municipal and private corporations. 
The capital of private corporations is secured by vol- 
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untary investment, that of the municipal corporation 
by taxation. In the first case the hope of securing 
a legitimate profit induces the investment. In the 
second case the right to own property is attacked by 
the taxing and spending powers for the purpose of 
eliminating corporate profit for the benefit of users. 
Not for the benefit of taxpayers whose property is 
mortgaged to secure the capital required. This is 
the taking of private property for the benefit of others 
without just compensation. Are the people of this 
country ready to see this done? When legislative con- 
ditions for the two systems of supply are made iden- 
tical, it will be determined that "reasonable rates" to 
be charged by municipalities must be measured by 
their cost of ownership and operation, and that "rea- 
sonable rates" to be charged by private corporations 
must be measured by their costs of ownership and op- 
eration plus a reasonable profit. When the difference 
in effectiveness is considered, between political and pri- 
vate management, it is probable that the element of 
municipal waste will exceed the element of corporate 
profit. If this be true it demonstrates that no saving 
whatever can be secured for users through municipal 
ownership, in comparison with a properly regulated 
industrial monopoly. 

Dr. Albert Shaw, speaking for the committee, says; 

"What we contend, for is that all these matters af- 
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fecting in vital ways the very life of the community, 
such as the water supply, the lighting supply, the 
cleaning service, methods of transit, and others more 
or less analogous, the municipal corporation ought to 
be in as good a position under the law as any private 
corporation to engage directly in the business of 
supply." 

* * * * H: * * * * 

"When such enterprises are inspected and approved 
by duly qualified state authorities as being safely in 
the class of municipal assets to be designated as self- 
sustaining or productive,' it would seem wise that they 
should be placed in a different category, so that the 
municipality might have the same freedom as private 
corporations to enter upon these supply services." 

The contention of the committee is that municipal 
corporations shall be as free to engage directly in the 
business of supply as private corporations, and it pro- 
vides that this freedom shall be secured by mortgaging 
taxpayers' property to secure the capital required. If 
this power is granted to municipal corporations un- 
checked, as is proposed, it will be a body blow to the 
right to own property in cities. There will be no 
way in which to limit the amount of, bonds for the 
ultimate payment of which taxpayers' property would 
be liable. It is understood that public service under- 
takings are expected to be "self-sustaining or pro- 
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ductive," but if they are not who but taxpayers can 
be called upon to pay the debts incurred in their 
behalf? 

My contention is that the principle of voluntary in- 
vestment shall be preserved and utilized to the utmost 
limit of practical application by granting private cor- 
porations legislative conditions identical with those 
proposed for municipal corporations, and by provid- 
ing that municipal corporations shall secure capital 
for the ownership and operation of public service in- 
dustries only by mortgaging the franchise, the prop- 
erty, and the income of the undertaking. This pro- 
vision substitutes, for taxpayers' property, as secur- 
ity, the need and the ability of the user -to buy the 
service. It substitutes bondholders for shareholders, 
and preserves the principle of voluntary investment. 
Bondholders are voluntary investors. That the secur- 
ity offered is considered sufficient by the committee 
is clearly shown by Dr. Shaw's statement: 

"In the very fact of the monopoly character of such 
business it is wholly obvious that the rates can always 
be made both to pay operating expenses and also to 
meet interest and sinking fund charges." 

If this security is not good enough for bondholders 
why should taxpayers be compelled to stand back of 
it and have their property held as additional .security 
for the payment of the debt? Property may pass from 
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the ownership of one to another, but its location can 
not be changed. All taxable property located within 
a municipality is mortgaged for the payment of muni- 
cipal debts. . In its final analysis the proposal of the 
committee is to secure capital necessary for the con- 
struction and operation of public service plants and 
equipments by taxation, instead of by voluntary in- 
vestment, in order to substitute political for private 
management. 

Taxpayers who desire to safeguard their right to 
own property must insist that undertakings for the 
benefit of users shall secure capital on pledge of the 
security users can give, not by mortgaging property 
they do not ow 

A SOLUTION OF PRESENT PROBLEMS DEMANDED. 

In the great cities of Milwaukee, Chicago, Cleve- 
land, Indianapolis and San Francisco, and in a multi- 
tude of cities and towns scattered throughout the 
land there are present problems of vital local impor- 
tance requiring solution to determine just relations 
between the people, their municipal governments and 
public service corporations. In failing to furnish a 
correct -solution for these questions the committee 
has not been the equal of its opportunity. 

That these questions can be solved, by the applica- 
tion of .correct economic principles, to the..^tisfactio» 
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of those who have investments in public service cor- 
porations and the permanent advantage of users and 
taxpayers, can not be doubted. 

That they can be so settled without the use of a 
dollar for the corrupt purchase of a vote at the polls, 
in a municipal council, or in a state legislature, I 
firmly believe. That they can be settled in the 
absence of a correct public policy resulting from the 
correct education of the people is impossible. The 
people desire justice no more ardently than they 
desire to be just. To discern just principles and to 
do justice is the highest function of mind. A mind 
miseducated by misinformation is incapable of justice. 

The property quality of things of value rests on the 
consent of society. The moral teachers of the world 
for unnumbered centuries have been teaching honesty 
as a principle. It is the chief glory of economic 
science to teach honesty as a practice. Upon the 
character of the people developed by the teaching and 
practice of honesty civilization is based. An honest 
m-an, will not take by force of law the property of an- 
other and convert it to his own use and benefit with- 
out giving just compensation therefor. An honest 
man will not use the property or the services of an- 
other without paying a just price for such use. Upon 
these plain business propositions the public policy ol 
this nation has tresen founded since thfe day of its birth. 
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Shall we now decide "to reverse the policy of the past 
and to create the presumption in favor of the broadest 
exercise of municipal powers" for the sole purpose of 
substituting compulsory investments for voluntary 
investments and political administration for private 
corporate management of public service industries, 
with no greater inducement in view than to benefit 
users by enslaving capital in a vain effort to save for 
them the narrow margin of a just corporate profit? 
Is this the way to broaden the sphere of liberty and 
confirm the domain of freedom? That man who 
would use the power of government to compel public 
service corporations to work without a just profit 
would again legalize the slavery of labor. While 
there may be those whose grasping private greed 
will permit them to enjoy a service sold to them under 
compulsion of law for less than its cost, in which case 
it must be clear to any mind that shareholder, bond- 
holder or taxpayer must pay the difference between 
price and cost, I believe they are the exception and not 
the rule among American citizens. That man only is 
free who pays value received for all he accepts from 
others. That man only is independent who holds 
his opportunity to labor by authority of his own 
merit. The interests of labor and capital are one 
and indivisible. Apply "the economic law of labor 
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and property" ' to the solution of public service prob- 
lems, and all difficulties in the way of their just and 
permanent settlement will disappear as morning mist 
before the rising sun. 

"No general question of governmental policy oc- 
cupies at this time so prominent a place in the thoughts 
of the people as that of properly controlling, without 
unnecessarily checking, the growth of corporate 
power." ' 

"That state which first succeeds in intelligently 
changing its system, or want of system, of organizing 
and controlling municipal, political and industrial cor- 
porations, by adopting a system in conformity with 
the outlines herein given, will soonest establish the 
conditions that will induce the greatest degree of 
prosperity and well-being for its municipalities and 
their inhabitants. So conditioned and so controlled, 
municipal industrial monopolies will become the 
friends and servants of the people, and will render the 
best services of which they are capable at the lowest 
obtainable cost to users." ' 
********* 



1 See ' 'The Law of Incorporated Companies Operating Under 
Municipal Franchises," Chapter IV, "The Economic Laws of 
Labor and Property." 

^ Preface to ' 'The Law of Incorporated Companies Operating 
Under Municipal Franchises." 

' See ' 'The Law of Incorporated Companies Operating Under 
Municipal Franchises," page iii. 
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"Economic action must be guided by an intelligent 
recognition of and compliance with the ethical law 
of justice. This will eliminate all risk of loss in- 
duced by action guided by ignorance and dishonesty. 
The best security that can be given to those who 
possess the largest resources, to induce and enable 
them to co-operate on equitable terms with those who 
possess the smallest resources, is the unquestioned 
recognition of and compliance with the principle that 
life and property are sacred. Opinions may dififer on 
questions of policy, but principles must be preserved 
inviolate. 

"The acquisitions of life are character and prop- 
erty." 

"Thou shalt not steal." 



„r„. , . ,.„,,. 'Thou shalt be just." ' 

'Thou shalt not kill." 



A CALL FOR ORGANIZATION AND WORKS. 

"No better conclusion of this discussion of the com- 
mittee's report can be written than that furnished by 
Mr. Horace E. Deming, when he says: 

"To accompHsh these results in their completeness 
and to guarantee their permanence a constitutional 
amendment is very much desired. In every state the 
friends of efficient, economical, progressive municipal 



' See "The Law of Incorporated Companies Operating Under 
Municipal Franchises," pages iii, 112. 
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government should organize and continue a vigorous 
and unwearying campaign until a constitutional 
amendment embodying these fundamental principles 
shall have been adopted. But without any constitu- 
tional amendment many important results caji be 
effected, and the efforts to accomplish them will not 
only aid the ultimate adoption of the amendment, but 
will help to create an alert and intelligent public 
opinion, which is a surer safeguard of popular liberties 
than any written constitution." 

Being in full accord with this statement and 
thoroughly impressed that danger lurks in a mis- 
educated public opinion, I urge all existing organiza- 
tions, and where there is no organization available 
for the purpose, I ask the people to join in organizing, 
in every municipality, Public Policy Leagues for the 
purpose of educating public opinion to the adoption of 
a correct public policy for the government of state 
and municipal action. 
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APPENDIX .No. I. 



MUNICIPAL OWNERSHIP OF INDUSTRIES. (189I.)' 

If the economic advantag'es obtained by the com- 
munity through the price paid for the service is to 
decide the policy of municipal ownership of industries, 
then those who advocate private ownership must ac- 
cept the issue on this basis, and be ready to show that 
they can and will perform the same service, for the same 
price that the community pays for it, under munici- 
pal ownership and administration. 

A condition precedent to the settlement of this 
question is an agreement on what constitutes cost of 
service under municipal ownership. It was to estab- 
lish this agreement that I offered the resolutions Sat- 
urday evening last, after Prof. Henry C. Adams had 
read his admirable paper on "Statistics as Means of 
Correcting Corporate Abuses." Please notice care- 
fully the wording of those resolutions. They are: 

"Resolved, first. That a committee be appointed 
to designate the divisions of accounts, and the item§ 



^ Extracts from a paper addressed to the members of the 
American Economic Association, January 2, 1891. 
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to be included in each, that should be kept by cor- 
porations performing quasi-public services. 

"Resolved, second. That said divisions be so made 
that the effect of each essential economic factor will 
be shown, to the end that correct statistics may be 
obtained through a uniform method of accounting, 
as a basis for intelligent economic discussion and 
legislation." 

We must first agree on what items constitute cost, 
then we must see to it that these items are honestly 
included in all statements of cost. This done, we are 
in a position to take intelligent action, and may then 
award the contract to the municipality or to private 
enterprise, whichever, in the light of facts so obtained, 
may appear to be to the best economic advantage of 
the greater number of people, those who toil and are 
poor. 

Assuming that no economist will take issue with 
me regarding this fundamental basis for an agreement, 
I will advance one step further and claim, until such 
a basis is agreed upon and the accounts are made 
in accordance with its requirements, there shall be a 
suspension of judgment and action. By adhering 
to this policy all parties will not only avoid the lia- 
bility to get in positions from which they will have 
to recede when the statements of cost are correctly 
made, but large invested interests will cease to suffer 
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from attacks that would not he made if those who 
utter them were better informed. 

I urgfe this claim upon you for another reason. I, 
like all not to the manner born, have a lofty ideal of no- 
bility. I feel it to be a personal belittlement tO' be 
obliged to lower it. According to my ideal, the no- 
blest men are they who worthily fill the station of 
teacher. What wonder is it then, that I should feel 
hurt when I see some that occupy such stations, giv- 
ing currency to statements that tend to lessen the 
respect for, and therefore the influence of, those who 
utter them. When professors of economy give cur- 
rency to statements of the cost of production which 
practical men, in the light of the accounts the}- are 
daily keeping, know are not true, they must not 
wonder if they find themselves and the educational 
institutions with which they are connected, held in 
small estimation. The profession can not aflFord this 
any better than business interests can afiford to suffer 
from the attacks of the uninformed. Here again, I 
think, we have a point of agreement. Let us join 
hands upon it and take as our guide to action — whose 
cause truth will not serve, is lost. That truth may 
be established, no statement of a demonstrable fact 
should be made without an analysis of the conditions 
to show that the conclusion reached is correct. 

Having in part explained my views and position 
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to you, I feel it right to tell you I look upon statistics 
as being as potent a means of correcting the abuse 
of corporations, as far as correcting abuse by 'X)rpora- 
tions. To sustain myself in opposing *he principle 
of governmental ownership of industries, in whatever 
form it may take, I invoke the same power as do 
those who -favor that principle. 

Take the accounts of all the industrial plants owned 
by municipalities, and write them up completely from 
the' date of their initiative until now, and you will 
find that the communities that have entered upon 
those experiments have not gained an economic ad- 
vantage. Private enterprise stands ready to-day to 
take over every one of these plants and perform the 
service at the same price such accounts will show it is 
costing the community where it is rendered, provided 
the municipality will grant the same economic ad- 
vantages assumed by itself, which are : 

An untaxed investment, an untaxed, exclusive and 
perpetual franchise. 
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APPENDIX NO. 2. 



STATE CONTROL OF MUNICIPAL, POLITICAL AND IN- 
DUSTRIAL CORPORATIONS. (1892.)' 

I. The state is the creator and therefore the 
sovereign of municipal, political and industrial cor- 
porations. It creates such corporations in order to 
serve, to the best advantage, the public welfare. It is 
the duty of the state fully to advise its inhabitants re- 
garding all particulars pertaining to their interests 
that such trusts are incorporated to serve. 

The controlling power must be superior to the in- 
terests to be controlled. The fundamental powers of 
a state are limited to safeguarding political and in- 
dustrial equity between its citizens, or the groups of 
citizens that are created legal persons by its authority. 
This safeguarding necessarily requires judicial and 
impartial relations to the subject of control. Such 
relations can be maintained only where the controlling 
power has no interest in the subject of control, either 
as a beneficiary, an owner or user of its services. 
MunieipaHties have no powers except such as are 
specifically granted to them by legislatures. Legis- 
laitures have complete sovereign power, limited only 



' The Law of Incorporated Companies Operating Under Munic- 
ipal Franchises. Chapter XIII. 
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by the express limitations of their respective state 
constitutions. They may revoke municipal charters 
or modify their powers. 

Power to control measures the duty to control. 
Power to create a trust implies the power and duty to 
require an accounting fully showing how the trust is 
administered. A failure to require such an account- 
ing is a breach of trust on the part of the state. A 
failure to render the required accounting is a breach 
of trust on the part of the trustees, of municipal, politi- 
cal or industrial corporations. 

2. An accounting, fully to show that a trust is 
properly administered, is a fundamental requirement 
for the satisfaction of the grantor and the beneficiaries, 
and the protection of the trustees. Such an ac- 
counting is indispensable as a basis for an apprecia- 
tive understanding and mutual good faith. The 
state must possess a knowledge of the facts, if it is to 
control properly. Acquiring a knowledge of facts is 
not a legislative function, it is judicial. 

An adequate knowledge of the facts can not be ac- 
quired by occasional inquiries by committees of coun- 
cils or legislatures. That facts may be established, it 
is necessary that uniform systems of accounting be 
adopted, that reports be required on fixed dates, cover- 
ing similar subjects, for the same periods in the same 
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form. The system must be well devised, continuous, 
and obligatory as a condition of incorporation. 

To guarantee impartiality of administration, the 
adopted system of accounting and reports should 
be established as a judicial branch of government, 
where it will be least influenced by political or com- 
'mercial considerations. Those intrusted with the 
executive work of the system of accounting and re- 
ports should be selected for their fitness only. They 
should not be engaged in business, nor own an in- 
terest in any reporting corporation. They should be 
given long terms of service and a salary equal to 
that of the best paid to state officials. Under such con- 
ditions, real ability can be secured for the service of the 
state, and exceptionarl fitness can be acquired by ex- 
perience. 

Men are specially educated for service in the army 
and navy, because experience has taught that special 
training is necessary for public defense. Is it not 
strange that people have not learned that intelligent 
control is necessary to secure the best economic re- 
sults from all undertakings under the management 
of municipal, political and industrial corporations? 
It is no disparagement of municipal councilmen and 
officials, to say that they do not know and can never 
know as much about the details of an industry as those 
who devote their entire time and study to its develop- 
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ment and management, and whose income and for- 
tune depend upon its success. It is no disparage- 
ment of them to say that they do not know and can 
never know as much about the details of an industry 
as can those who, by authority of the state, have access 
to all the books of all municipal, political and industrial 
corporations in the state, devote their entire time to the 
study of statistics, observation and methods, and com- 
parison of results, and thereby thoroughly acquaint 
themselves with the merits of every improvement in 
machinery and of every discovery of science pertain- 
ing to the industry. It is nO' disparagement of muni- 
cipal councilmen and ofiEcials to say that they are not 
and can never be as disinterested in ascertaining: and 
reporting facts which must be the basis of intelligent 
control as men whose lives are dedicated to the service 
of the public by their profession, as are the lives of 
army and navy officers, court judges, teachers and 
scientific investigators. To say these things is but to 
recognize the limitations within which every man 
must act. Control of municipal political and indus- 
trial corporations by municipalities is control by the 
interested and incapable. In no way can disinter- 
ested and capable control of such corporations be se- 
cured, except through the judicial action of the 
state. 
3. That state control may be impartial and capable, 
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the officers of the state must acquire complete and 
accurate knowledge of all details. This requirement 
renders it necessary that every set of accounts shall be 
kept by a uniform system, that similar items shall al- 
ways be entered under specified headings and that 
uniform reports shall be made covering the operations 
of the same periods. When provided with such data 
the state will be able to show the inhabitants of any 
municipality, or the managers of any industrial cor- 
poration, wherein others obtained better results. It 
is not probable that any corporation will be found 
deficient in every particular or superior in every re- 
spect. It will be found while certain difficulties had 
been experienced by one management, that some new 
features had been developed by another management, 
while still other managements had been giving their 
best thought an energies to the perfection of other 
details. An analytic comparison of one with the other 
will show a diversity of defects and of excellencies. 
Most defects will be found to consist in being less 
good than the most excellent, just as ignorance is 
the absence of intelligence. The ability to show such 
defects cannot exist without the ability to show how 
to overcome them. "What man has done, man can 
do again," is a proverb of human experience. A mu- 
nicipal, political or industrial corporation cannot be 
shown that in certain details it is not realizing the 
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best results without being shown where and how bet- 
ter results have been realized. This will be a genu- 
ine service of great value to citizens and corporations. 
Such an analytic comparison, made year by year, 
between the municipalities of a state, and published 
for the information of their inhabitants, will show 
each municipality what restrictions or exactions must 
be removed, or what additional facilities must be 
granted, the better to secure industrial, commercial 
and social advantages equal to the best enjoyed by 
any other municipality. If any service rendered to 
a municipality is found to be not as good, or is more 
expensive, than a similar service rendered to another 
municipality, the reason why this is so could be learned 
from an impartial and competent source of informa* 
tion. Such information is a fundamental requirement 
for learning how to secure good service at the low- 
est cost to users. Such information cannot be ob- 
tained from the uninformed by the edicts of munici- 
pal councils or legislative enactment. One of the 
greatest disadvantages from which industrial corpo- 
rations now sufifer, in dealing with citizens, munici- 
pal or state authorities, is the fact that they cannot 
secure proper credit for the truthfulness of their 
statements, because there is no impartial and compe- 
tent state court, properly commissioned and equipped 
to investigate and publish regular reports upon the 
subject. 
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4. Every wage worker knows that a person who 
has access to all the accounts of a business, and 
devotes his entire time to its management, is a more 
capable manager than one not so situated. Every 
wage worker knows that he judges of his own con- 
dition and progress by making comparisons with oth- 
ers similarly situated, and that such comparisons are 
absolutely essential for the proper guidance of an un- 
dertaking or government. Every wage worker knows 
that the best guide to proper municipal government 
will be afforded by uniformity in the accounts of mu- 
nicipal and industrial corporations, kept as required 
by the state, open to the inspection of the state, re- 
ported to the state, and published by the state for 
the information of all citizens. 

Under such a system it will not be enough for the 
authorities of a municipality to show progress made 
in any particular by comparison, year by year, with 
its own record. Progress must be shown in compari- 
son with similar records of all municipalities in the 
state and country. 

It is much for a wage worker if he can prove him- 
self to be the best workman in his establishment, but 
it will be far better for him if he can prove himself to 
be the best workman in his municipality or state. It 
will be well for a manager if he can prove himself to 
be the best manager his corporation ever had, but it 
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will be far better for him and his corporation if he 
can prove himself to be the best manager in his mu- 
nicipality or state. It is well for the managers of mu- 
nicipal, political and industrial corporations, if they 
can prove their management to be the best in their 
state, but it will be far better for them and their mu- 
nicipalities if they can prove it to be the best in the 
country. 

If such a system is adopted by each of the several 
states, the people of any municipality can know the 
position, on the scale of efficient management, occu- 
pied by their city when considered as a whole, or of 
any detail of its affairs, not only in comparison with 
the municipalities of their own state, but the whole 
country. Such knowledge will not only indicate un- 
erringly where improvement should be made, it will 
show where to learn how to make it. The munici- 
pality whose record is best, and the managers of the 
departments or corporations shown to have obtained 
the best results, will acquire, by such publication, m 
addition to the local benefit, the benefit of having the 
fact become known throughout the civilized world. 
Those not up to the mark of highest excellence will 
gain the benefit of being able to show why the best 
obtained results cannot be realized under the condi- 
tions by which they are controlled. 

Instead of dividing the energies and resources of a 
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municipality by competition between corporations and 
citizens, this system will unite them and use them in 
a competition between municipalities, states and na- 
tions, for excellence in industrial, commercial and 
social advantages. It will substitute competition be- 
tween municipalities for competition between citizens. 
The standard of excellence will be the best services at 
the lowest cost to users, and the lowest municipal tax- 
ation. 

5. Government without the guidance of complete 
and accurate statistics is government by guessing, prej- 
udice and superstition. The science of statistics is to 
government what the science of navigation is to ocean 
travel. It must be depended upon to guide progress 
to the objective point. A correct observation of an 
untrue compass, or an unintelligent observation of a 
true compass, must cause an inevitable error in direc- 
tion. All theories as to a proper course must submit 
to the arbitration of facts. Measured by ascertained 
facts all theories stand or fall. Those who honestly 
advocate and those who honestly oppose a policy 
should vie with each other in enacting measures de- 
signed to secure a perfect record of the operation and 
results of such policy. 

The judgments of truth are rendered only with a 
knowledge of the facts. 

That the statistics of municapal, political and indus- 
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trial corporations may be properly developed, it is 
necessary that the state shall establish and maintain, 
as a part of the judicial branch of its government, a 
department of municipal administration, jwoperly or- 
ganized and equipped to cover all features of muni- 
cipal affairs and the industries that supply the public 
needs of municipalities and their inhabitants. 

The difference betwen the results obtained by mu- 
nicipal corporations, guided by statistics scientifically 
collected, tabulated and pubhshed under conditions 
designed to secure continuous comparisons, not only 
with the records of the corporations themselves, but 
with all other municipal corporations for which sim- 
ilar records are kept, and the results obtained by 
municipal corporations not so guided, will be as ap- 
parent as the difference between the course of an 
ocean steamer guided by the most accurate knowledge 
and instruments of navigation and one not so guided. 

When the people discard government by guessing, 
prejudice and superstition, and adopt government by 
the science of facts, they will reach that point of de- 
velopment where the unintelligent will secure the 
guidance of the intelligent, and will thereby gain ad- 
vantages that are beyond the power of their unaided 
abilities. In no way can the state' so effectually ful- 
fill its public trust as by organizing as a branch of 
its judiciary a department of municipal administr^' 
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tion for the purpose of exercising jurisdiction over the 
management of the municipal, poHtical and industrial 
corporations created by it. 



APPENDIX NO. 3. 



COST OF SERVICE TO USERS AND TAXPAYERS. (1897.)* 

Price is Cost to Users and Taxpayers when Services 
are Rendered by Private Corporations. 

When an industry is owned and operated by a pri- 
vate corporation the cost of the service to users and 
taxpayers is limited and fully included in the price 
paid for it. Users and taxpayers, as such, are not 
interested in the details of cost of construction, gen- 
eral expenses, fixed charges, operating expenses and 
maintenance. Their interest begins and ends in all 
considerations which explain the price they pay for 
the service and furnish a basis for establishing the 
reasonableness of that price. The people are right 
in demanding that services shall be rendered in the 
best manner known that has been made commercially 
practicable, and at the lowest fairly profitable price. 
In determining these points the representatives of 



' Extracts from a paper read before the ' ' National Conference 
dJ Mayors and Caupcilmen," Columbus, Ohio, September z&~3o — 
Octdb^ I, i^. 
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the people, whether mayors or municipalities, or mem- 
bers of city councils, governors of states, or members 
of legislatures, can have no better guide than the facts 
of experience. That experience may be available and 
authoritative, the facts developed under it must be 
collected, tabulated and reported by an expert, im- 
partial and comprehensive authority that can reach 
every corporation and every municipality in the whole 
country through its duly commissioned agents. It 
must make a personal investigation of all facts relat- 
ing to prices charged, and of all conditions necessary 
to explain such prices. The results of such an inves- 
tigation will guide judgment to a correct conclusion. 

COST IS PRICE TO USERS AND TAXPAYERS WHEN SERV- 
ICES ARE RENDERED BY MUNICIPALITIES. 

In every case, whether a service is rendered by a 
private corporation or by a municipality, the private 
user is interested directly only in the price charged 
for it. In the case of municipal ownership and opera- 
tion, however, he is also interested in the cost of pro- 
duction, as this will aflect his taxes. The considera- 
tion ofifered for his vote in favor of municipal owner- 
ship is that the cost of the service will thereby be re- 
duced, and that this reduction will become efifectual 
in the price he is required to pay for what he gets. 
The strug^e fca- ntunicipa] ownership and operaticm 
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is a struggle to depress the cost of rendering services, 
not to raise prices for services rendered. 

This is the meaning of the agitation for the munici- 
pal ownership and operation of public service indus- 
tries that has taken place in almost every city and 
town in the United States within the last ten years, 
and is now rapidly reaching an acute stage of devel- 
opment through being made a political issue. Pro- 
fessor James says: "To continue the farce of allow- 
ing competition to regulate prices simply means that 
good and cheap gas is forever impossible." 

Professor Bemis says: "The financial benefits to the 
community are in the shape of cheaper gas, or more 
revenue to the municipality. It is to be hoped that 
cities may be enabled to dispense with the present 
necessity, for revenue purposes, of charging more 
than cost for gas." The "Association for the Pub- 
lic Control of Franchises" of the city of New York 
says: "What is even more important to the mass of 
citizens, public control of the means of transportation 
and illumination, will lead to a similar reduction (one- 
half) in car fares and gas bills." Edward M. Grout 
says: "The question * * * touches the pocket of 
every gas user to the extent of from twenty to forty 
per cent, of his gas bills." 

When a service is rendered by a corporation for the 
public purposes of a municipality, the price paid bv 
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the municipality limits its cost to taxpayers. When 
the same service is rendered by the municipality for 
its own account, through the ownership and opera- 
tion of the industry, the price to taxpayers is the en- 
tire net cost of the service. 

The "Association for the Public Control of Fran- 
chises" of the city of New York says: "According 
to the most conservative authorities, half the city's 
revenues would be derived from its street car, gas and 
other franchises. In this event, taxes upon private 
end personal property would be cut in two." State- 
ments similar to this cover the consideration invaria- 
bly relied upon to secure votes for the approval of pro- 
posal authorizing the construction and operation of 
municipal works for rendering industrial public serv- 
ices. Every mayor and every member of a city coun- 
cil, every governor and every member of a state leg- 
islature, where such a measure has been discussed, 
is familiar with the representations made to show the 
economic advantages expected to result, for the ben- 
efit of private users and taxpayers, from the adoption 
of the policy of municipal ownership and operation. 

A TRUE BASIS FOR COMPARISONS. 

In the cases of services rendered by private corpora- 
tions, price is cost to users and taxpayers. In the 
case of services rendered by municipalities, cost is 
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price to taxpayers, and the price charged is cost to 
private users as such. These facts are established by 
the conditions of the undertakings, beyond the power 
of intelligent controversy, or change by legislative en- 
actment. To determine the relative economic advan- 
tages derived from private or municipal ownership 
and operation of public service industries, the price 
charged by private corporations and the cost of serv- 
ice rendered by municipal works, are, it must be seen, 
the only correct basis for comparisons. Price charged 
by private corporations can be ascertained. To as- 
certain the cost under municipal ownership and op- 
eration this investigation must include every item of 
cost involved in the rendering of the service. The 
facts needed should all be matters of public record. 
Assurance is given that they can be obtained. This 
will give opportunity to the municipal representatives 
of the people, wherever municipal works are owned 
and operated, to demonstrate the efficiency of their 
administration of the people's business. It will afford 
an opportunity to prove the affirmation of Professor 
James when he says : "The common argument against 
the public management that it is necessarily more 
expensive than private management, is not well 
grounded, either in reason or fact." It is an oppor- 
tunity to add the authority of experience to the infer- 
ence made by Professor Bemis when he says: "The 
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argument that cities can manage gas works s'lccess- 
fully because they have succeded with water works, 
has been frequently made, and has force." 

This investigation, by the Department of Labor, is 
entered upon with a full knowledge of its vital im- 
portance to all urban citizens, to all municipalities, 
and to all of the vast investments held in public service 
corporations. If it bhall show that price to users and 
taxpayers charged by private corporations is unrea- 
sonably higher than cost under municipal ownership 
and operation — and what advocate of municipal own- 
ership believes it is not? — private corporations will 
have no choice but to reduce their prices or to sell 
out to the municipalities in which they are located. 
To this final, crucial test private corporations must 
submit. This test will bring the struggle to depress 
cost of rendering municipal industrial services to an 
acute stage of development. It substitutes actual 
competition between private corporations and munici- 
palities for theoretical competition between corpora- 
tions within municipalities. The only difficulty in the 
way of making this test accurate is the want of uni- 
formity in methods of municipal book-keeping. In 
measuring the prices charged by private corporations 
against cost of production by municipally owned and 
operated works, justice and the interests of the people 
demand that all factors of cost shall be correctly and 
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fully included in the accounts. An understatement of 
costs will be unjust to vast invested interests, and will 
lead the people into drawing erroneous and harmful 
conclusions. 

When a person buys an article, quality, quantity 
and price are all his interests require him to consider, 
but when he contemplates undertaking the manufac- 
ture of an article, every item of cost as well as selling 
price becomes of vital importance to him. In com- 
paring price with cost, this investigation will decide 
for the people of many municipalities a grave question 
of pubhc policy; whether they will continue to buy 
the services they need from private corporations or 
undertake to manufacture for themselves. In this as- 
pect of the question the accounts of every munici- 
pally owned and operated works for the supply of 
industrial public services becomes of national im- 
portance and should be exhibited with absolute cor- 
rectness. 

There is not a mayor nor a city council in the United 
States that has not time and again felt the urgent 
need of such statistics as this investigation is designed 
to gather and publish for the information of all the 
people. There have been many cases where commit- 
tees of city councils have spent much time and money 
to secure data such as this, and have not been able 
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to reach satisfactory results. Private corporations 
have been compelled to suffer heavily in some in- 
stances, and generally to experience much disquietude 
on account of erroneous opinions based on statements 
unsupported by facts, which could not be successfully 
controverted because of the impossibility of obtain- 
ing the facts from an impartial source which would 
be accepted by all parties as authoritative. In the 
broadest and best sense it is to the interest of the peo- 
ple, of municipal governments and of public service 
corporations to welcome this investigation and assist 
its successful prosecution in every way that comes 
within their respective spheres of action. This is es- 
pecially true because it will cause existing municipal 
works to perform a new function of national impor- 
tance. Municipal cost will become a regulator of 
price. 

The cost of services under municipal ownership and 
management, ascertained and published as described, 
will become a regulating force in determining the 
price for services that will be agreed upon as reason- 
able to be charged by private corporations everywhere 
throughout the country. If this were the only pur- 
pose of the investigation, no interest touched by it 
could afford to permit it to fail or even be hindered. 
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(Extracts from Proceedings, October i, 1897.) 

LEAGUE OF AMERICAN MUNICIPALITIES. 

(Copyright.) 
(By Permission from "Progressive Age," New York, 

November 15, 1897.) 

Mr. A. H. Boardman of Tampa, Fla.: "I would 
like to submit to the secretary a resolution which does 
not need any special commendation from me. I think 
the resolution expresses the idea fully as well as I can." 

The resolution was read, as follows: 

DEPARTMENT OF LABOR. 

Whereas, This National Conference of Mayors 
and Members of City Councils has been informed that 
the United States Department of Labor has under- 
taken an investigation of water, gas and electric light- 
ing works, and a clear outline of the methods, form- 
and purposes of this investigation has been given by 
Mr. Allen Ripley Foote, in a paper read before this 
conference under the title of: "Cost of Service to 
Users and Taxpayers, a Proper Basis for Comparison 
Between Private and Municipal Ownership of Water, 
Gas and Electric Lighting Works;" and 

Whereas, The Hon. Carroll D. Wright, United 
States Commissioner of Labor, has announced that 
the object of this investigation is to enable munici- 
palities and the citizens thereof to determine whether 
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there is any economic advantage to consumers in 
the municipal ownership and operation of water, gas 
and electric lighting works ; and 

Whereas, Such an investigation by the expert 
and impartial authority of the United States Depart- 
ment of Labor, which can reach every municipality 
in the United States, is sorely needed, and will have 
a vital and far-reaching influence in correctly guiding 
public policy on this question of paramount impor- 
tance to all municipalities; be it 

Resolved, That this conference cordially approves 
of the investigation as set forth in Mr. Foote's paper, 
to be made for the purpose stated by the Hon. Car- 
roll D. Wright, United States Commissioner of La- 
bor. 

Second, That the delegates to this conference ten- 
der to the United States Department of Labor, and 
to its duly accredited agents, their co-operation in 
every practical way to facilitate this investigation 
in their respective municipalities, and to make the 
information collected complete and accurate. 

Third, That it is the sense of this conference that 
the executive and legislative officers of all municipal- 
ities, and the managers of all public service corpora- 
tions, should promptly and correctly do whatever may 
become necessary on their part to expedite the work 
of this investigation to the end that through it sta- 
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tistics may be secured that will be accepted by all 

persons as reliable basis for comparison. 
********* 

The chair requested a rising vote, on which the 
resolutions were adopted, and the chair so announced. 



APPENDIX NO. 4. 



UNIFORMITY IN MUNICIPAL FINANCE. 

The Advantages of Administrative Control.* 

Indeed, if home rule for American cities is ever to 
become more than a catch word, and if a sphere of 
local independence is to be recognized, the reform 
must lie in the substitution of an administrative con- 
trol in place of legislative interference. The inter- 
est of the state at large in good municipal govern- 
ment is so vital, and the history of the past is so bur- 
dened with the details of the abuse of extensive pow- 
ers, even when under legislative checks, that abso- 
lute home rule is neither obtainable nor desirable. 
To be sure, constitutional restrictions upon local tax- 
ation and indebtedness, and upon special legislation, 
have in part avoided the dangers previously exist- 



• Extracts from a paper by Prof. C. W. Tooke, "Municipal 
Affairs,' New York, June, 1898. 
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ing, but the problem is yet far from a successful so- 
lution. 

IS IT DESIRED ? 

As inquiry into the opinions of the mayors and 
controllers of our leading cities shows that in some 
quarters advanced ground upon this question is al- 
ready taken by these officials, as would naturally be ex- 
pected. 

Mayor Quincy, of Boston, favors such a movement. 
He writes: "I have for some time believed in the 
desirability of establishing state boards of commis- 
sioners for cities to perform somewhat the same func- 
tions as the English local government board. I be- 
lieve that the work of co-ordinating and properly 
supervising the work of a city, particularly upon its 
financial side, calls much more strongly for the crea- 
tion of a state commission than many lines of work 
for which state commissions have already been ap- 
pointed." 

Mayor Black, of Columbus, says that he is heartily 
in favor of any legislation looking to the prevention 
of special legislation for municipalities and to the 
uniformity of all municipal laws in each state. 

Mayor Maybury and Comptroller Blades, of De- 
troit, both recognize the desirability of uniformity 
in bookkeeping, but doubt the feasibility of the at- 
tempt to attam it. 
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Mayor RaUschenberger, of Milwaukee, says that, 
in his opinion, the question of exercising control over 
the indebtedness of cities should be entirely regu- 
lated by state laws. 

The mayors of Pittsburg, New Orleans, Savannah 
and Denver oppose state control in any form, upon 
the ground of intrenchment upon local rights of home 
rule, but do not seem to be averse to the creation of 
a board with advisory powers. 

Mayor Baker, of Providence, does not favor the 
creation of a state board for the reason that his state 
is small, the number of cities very limited (only five), 
and their needs and interests greatly diversified. 

Of the mayors of some ten other leading cities, 
whose replies were non-committal, the majority re- 
fused to express any opinion because they had given 
little or no thought to the consideration of the ques- 
tion. 

No attempt has been made in this article to give an 
exhaustive list of all the reforms in state and local 
administration that might have a bearing upon the 
problem under discussion. A fixed responsibility, 
a good civil service, an active public interest — all these 
elements will go a long way towards securing an hon- 
est, accurate and scientific administration of finance 
in any municipality. Indeed, it must be recognized 
that in the gfrfeat njajority df cur cities efficient siervice 
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is already secured in this department, and that in some 
few cities the financijil administration leaves nothing 
to be desired. But there does exist a need of the 
means of comparison of the results attained in our 
larger cities and of uniformity and efficiency in the 
conduct of finance in the lesser municipalities of the 
several states. .The writer believes that the few plans 
offered are not only of immediate desirability in most 
of our states, but that the measures advocated are at 
once conservative, practical and possible of attain- 
ment. 



APPENDIX No. 5. 



RESOLUTION OF THE LEAGUE OF AMERICAN MUNICI- 
PALITIES.^ 

League of Municipalities. 

The Journal in an editorial on Monday, August i, 
under the heading: "The League's Opportunity," 
said: 

"If the municipalities represented in the league at 
this convention will set before themselves the task of 
securing a uniform system of accounting through the 
requirements of state legislation, a sound foundation 
will be laid upon which all reforms can be based, and 



I Extracts fenn a.^ editbrial ; Ckti^aU Jountai, August 8, 1898. 
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the securing of uniformity in accounts will in itself 
be a reform of such magnitude that it will amply 
justify the organization and work of the league. Cor- 
rect and uniform accounting is as essential to good 
municipal government as a correct compass and 
charts are to navigation. No person w,ho desires 
the public welfare to be well served can find a reason 
for opposing a proposal of this character." 

RESOLUTIONS ADOPTED. 

The convention acted upon this suggestion, and 
adopted the following resolutions: 

Whereas, Municipal officers are entitled to the full 
credit due to the honest and capable administration of 
municipal afifairs, and. 

Whereas, Money collected by taxation and devoted 
to public use should be accounted for with all the care 
and regard for taxpayers' interests as are deposits 
in savings banks, and. 

Whereas, A uniform system of accounting applic- 
able to every municipality in a state, formulated and 
audited by the state, designed to show the entire 
and true costs of all public utilities owned and opera- 
ted by municipalities, is the most efifective check 
on unwise expenditures, and the most reliable guide to 
a correct municipal policy that can be devised; be it 
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Resolved, That the League of American Munici- 
palities earnestly approves the enactment of state laws 
providing for a uniform system of accounting that 
will group all similar items under the same general 
headings and designed to show the entire and true 
costs of all public utilities operated .by each muni- 
cipahty; andj be it 

Resolved, That the law should provide for a state 
audit of all municipal accounts and the annual publi- 
cation of a comparative statement showing the re- 
sults of municipal administration by each municipality; 
and^ be it 

Resolved, That this league recommend all municipal 
governments in each state to co-operate for the pur- 
pose of securing, at the earliest practicable date, the 
enactment of a law providing for a uniform system of 
municipal accounting, to be formulated, audited and 
the results published annually by state authority. 

An amendment to these resolutions was offered 
by Mayor Black, of Columbus, which was seconded 
by a score of delegates and accepted by the mover of 
the resolutions, ex-Mayor Green, of Binghamton, 
N. Y. The amendment is to the effect that the sys- 
tem of uniform accounting called for by the resolu- 
tions shall be extended to include public service cor- 
porations. The resolutions as amended by Mayor 
Black were then adopted without dissent. 
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APPENDIX No. 6. 



Administrative Supervision An Aid to Local Home 
Rule. 

An additional advantage might also be expected 
in the way of stimulus to local pride and independence 
and efficiency in matters purely local, thus really add- 
ing to the present scope of city home rule. The ex- 
perience of England on the development of her muni- 
cipal governments under the supervision of the ad- 
ministrative local government board argues strongly 
in this direction. This aid to local autonomy would be 
given in two ways: First, as we have seen, a chief 
abuse under our present system is the continual inter- 
ference of the state legislature in matters purely local. 
If a supervisory board were established to which all 
new legislation proposed for cities could be referred 
for report before, action upon it, a large part of this 
special legislation would be avoided. The legislation 
now passed that is injurious is usually put through, 
with little examination, on the recommendation of the 
member from the district concerned and with his as- 
surance that it is desired. A board of specialists, con- 



^ Extracts from a paper by Prof. J. W. Jenks, "Municipal 
Affairs," New York, September, i8g8. 
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versant with the affairs of all the cities in the state, as 
the municipal government board soon will be, could 
not afford to recommend any bill without seeing its 
purport clearly; and in its own interest it would be 
compelled to expose any mere political job. Its for- 
mal reports on such matters would carry far more 
weight than do the words of protesting delegations 
in the committee rooms, and would prevent any 
"rushing through" of bills without a fair hearing. 

In addition to thus checking state action on purely 
local matters, the board would stimulate local inde- 
pendence and interest by giving to each city full in- 
formation regarding the experience of others, thus 
encouraging a spirit of rivalry among the cities be- 
sides putting into the hands of any citizen material 
for criticising his local rulers if the work done in his 
city compared unfavorably in cost or excellence or 
method of performance with work of the same kind 
in another. Under our present system, when a small 
city wishes to start a new improvement, or to try 
some new plan of management, it is not uncommon 
for a committee to go on a "junketing tour" to visit 
one or two other cities in order to get the benefit of 
their experience. The reports of a municipal gov- 
ernment board would give much information of the 
kind always sought, would give it completely and 
accurately and impartially, and would give it for all 
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the cities concerned in the state. They might in 
part obviate the necessity of some of the visits of in- 
spection; but they would certainly be of use in deter- 
mining the places to visit, the questions to ask, the 
special things to see. It might well be expected that 
one of the chief benefits of such a board would be the 
advancement of the principle of local home rule. To 
enable the state, therefore, to care for its own interest 
in the different cities, as well as to further the develop- 
ment of the principle of local autonomy, besides our 
present legislative and judicial control, it is seen that 
we need an administrative supervision. 

SUMMARY AND CONCLUSION. 

A municipal government board then would tend: 
(i) to make clear the true relations between the func- 
tions of state and local governments; (2) to secure 
the efficient performance of state functions by local 
officials; (3) to furnish to the public information re- 
garding the performance of local functions in such 
comparative form that it would be of great service 
to local officials; (4) to do supervising work of such 
a nature that it would chpck continual interference in 
local afifairs by the legislature without checking the 
legislature in the making of needed general laws; (5) 
to stimulate by publicity and encouragement local 
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pride and activity in affairs purely local and to develop 
the spirit of local home rule; (6) to guide, by accurate 
and full information, public opinion on the various 
questions arising in connection with city govern- 
ment. 

It is hardly too much to say that every authority 
on municipal government in this country and Europe 
favors a central administrative supervision of local 
governments along the lines here laid down. The 
demand for the reform of the evils of our city govern- 
ments and for the lessening of legislative interference 
with them is strong; the best remedy seems to be the 
one suggested. 

There is every reason to believe that from the 
money saved to the state and municipalities by the 
supervision of the board the expense of its admin- 
istration would be paid many times over, while the 
general excellence and efficiency of the government 
would be greatly increased. It is not to be expected 
that any new board would work a revolution in our 
municipal politics and give us an ideal system; but 
it does seem probable that no other improvement, 
ordinarily suggested in our methods of city govern- 
ment, would be likely to yield so large, favorable, im- 
mediate results as would the establishment of a mu- 
nicipal government board. 
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APPENDIX No.;. 



INTRODUCTION TO OFFICIAL MESSAGES TO BOARD OF 
COOK COUNTY (ILLINOIS) COMMISSIONERS.' 

The state legfislature should also provide for a de- 
partment of audits, and it w^ould be an advantage in 
governmental science if the system was made uni- 
form and applicable to all municipalities alike. At 
any rate the new common council should provide 
for an auditing department, to which all heads of 
departments should furnish a daily accounting, and 
in which a complete system of checking accounts and 
keeping books would be established. If the state 
should adopt a system like that of the national banks, 
so that at regular intervals the books of each munici- 
pality could be examined, the improvement would be 
vast. More money is lost under the present methods 
of book-keeping than from any other source. In 
fact there are no books kept other than cash books, 
and about the only records outside of currency records 
are those to be found in the printed board of council 
proceedings. Such a thing as obtaining any record 
of the vast amount of work done as of any individual 
case in point is an arduous task at present. Such a 

^By D D Healy, Presidenl of Cook County Commissioners, 
Chicago, September 15, i8g8. 
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thing as turning at once to the proper records and 
producing information on the spot on any given 
subject is not to be thought of in public depart- 
ments. Of course there are exceptions, but any one 
who has ever had occasion to investigate will bear 
out the assertion that the exception proves the rule. 
This is partly so because certain expert clerks em- 
ployed in various departments owe their positions 
to the grasp of public business experience has taught 
them, and also because they can-y in their heads all 
matters of routine. Upon every change of adminis- 
tration these men are necessary, while if proper rec- 
ords were kept, and a uniform system was in running 
order, any man of- ordinary diligence and inteUigence 
could perform whatever duty he might be assigned. 

All great corporations and business establishments 
keep track of every item, and keep track of it in 
books. It is the fact that any moment a business man 
can strike a balance on his affairs, that he is able 
to progress with that power which comes of knowl- 
edge. It is because everything is accounted for that 
he can practice economy and make his career a 
success. The taxpayers of Chicago demand business 
methods in their public affairs, and when the new 
system is devolved care should be provided to furnish 
this prime essential. 

The next county board will be called upon, beyond 
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a shadow of a doubt, to grapple with these gjave 
questions, and upon the wisdom, prudence and fore- 
thought of its members will depend the government 
of the next generation. Every encouragement should 
be given by the board to an intelligent exchange of 
opinions and ideas on the subject of a new govern- 
ment for "Greater Chicago," and the proposition 
should be agitated until the taxpayer at last is re- 
lieved of the position he now occupies as a victim 
of an obsolete system. 

It is witfh feeling that a good account has been 
rendered of its stewardship that the present board will 
end its tasks. Under it legislative reforms of the 
greatest consequence have been enacted, the most 
rigid economy has been practiced in every depart- 
ment, the finances of the county are in perfect shape, 
the poor have been fed and clothed and cared for ac- 
cording to the highest instincts of humanity; it has 
built and beautified the institutions under its care, 
the fee offices have been perfectly conducted without 
scandal, loss or deficit; the employees have been 
brought to a high state of efficiency, and every public 
duty has been conscientiously performed. 

Chicago, Sept. 15, 1898. 
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APPENDIX NO. 8. 



CONSTITUTIONAL AMENDMENT. 

(Proposed by Committee.) 
Article First. 

Section i. The right to vote and registration. 
Sec. 2. Secrecy in voting. 

Sec. 3. Separation of city elections from state and 
national elections. Nominations to city ofHce. 

Article Second. 

No private or local bill granting exclusive privi- 
leges, immunities, or franchises. 

Article Third. 

Section i. A city's public places inalienable. 
Franchises for their use only for limited term. Stated 
financial reports of the grantee and right of city to 
inspect grantee's books a condition of their grant. 

Sec. 2. Limitation of city's power to incur debt 
and of its tax rate. 

Sec. 3. City's power to establish minority or pro- 
portional or other form of representation as to elec- 
tions to elective municipal ofiSces. 

Sec. 4. Uniform methods of city accounting. 

Sec. 5. City may estabhsh minor courts. 

Sec. 6. Organization of cities hereafter created must 
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provide for mayor vested with executive power of city 
and appointing heads of all city departments except 
finance department; a council; appointments and pro- 
motions in administrative service on the merit prin- 
ciple ; mayor and members of council only city officers 
elected by popular vote. 

Sec. 7. General powers of cities. 

Sec. 8. Legislature shall pass a general municipal 
corporations act. 

Article Fourth. 
A cit}' having a population of twenty-five thousand 
or more may adopt its own charter and frame of gov- 
ernment. 

Article Fifth. 

petitions, 
constitutional amendment. 

Article First. 

Section i. Laws shall be made for ascertaining by 
proper proofs the citizens who shall be entitled to 
vote at popular elections and for the personal regis- 
tration of voters, which registration shall be com- 
pleted at least ten days before each election. 

Sec. 2. All elections by the citizens shall be by a se- 
cret ballot or by such other method as may be pre- 
scribed by law, provided that absolute secrecy in vot- 
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ing be preserved. No voter shall disclose the con- 
tents of his ballot at an)' polling place or within 

feet thereof. 

Sec. 3. Elections of city ofificers elected by popular 
vote shall occur at a different date from that of any 
election by popular vote of ofScers of the state or 
national government. Nominations of such officers 
shall be by petition signed by legally qualified voters 
of the city concerned. The number of the signatures 
to such petition shall be determined by the legislative 
authority of the city concerned, but in the absence of 
such determination fifty signatures shall be sufficient. 
Such petition shall be filed in the office of the mayor 
at least thirty days before the date of the election; 
provided, however, that in the case of the death or 
withdrawal of any candidate so nominated such peti- 
tion may be so filed within a less period than thirty 
days. The legislative authority of the city shall de- 
termine the form of the ballot to be used in the elec- 
tion of city officers; provided, however, that the 
names of all candidates for the same office must be 
printed upon the ballot in alphabetical order under 
the title of the office. 

Article Second. 

The legislature shall not pass a private or local bill 
granting to any private corporation, association, or 
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individual any exclusive privilege, immunity or fran- 
chise whatever. 

Article Third. 

Section i. The rights of every city now existing 
or hereafter created within the state, in and to its 
water front, ferries, wharf property, land under water, 
public landings, wharves, docks, streets, avenues, 
parks, bridges and all other public places, are hereby 
declared to be inalienable, except by a four-fifths vote 
of all the members elected to the council approved 
by the mayor; and no franchise or rightto use the 
same, either on, through, across, under, or over, and 
no other franchise granted by a city shall be for a 
longer period than twenty-one years to any private 
corporation, association, or individual. Such grant 
or any contract in pursuance thereof may provide 
that, upon the termination of the grant, the plant, as 
well as the property, if any, of the grantee in the 
streets, avenues and other public places shall there- 
upon, without further or other compensation to the 
grantee, or upon the payment of a fair valuation there- 
of, be and become the property of the city; but the 
grantee shall be entitled to no payment because of 
any valuation derived from the franchise. Every 
grant shall specify the mode of determining any valua- 
tion therein provided for, and shall make adequate 
provision by way of forfeiture of the grant, or other- 
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wise, to secure efficiency of public service at reason- 
able rates, and the maintenance of the property in 
good order throughout the term of the grant. Every 
grantee of such franchises or rights to use shall keep 
books of accounts and make stated quarterly reports 
to the financial department of the city, which shall 
contain an accurate statement in summarized form 
and also in detail of all its financial receipts from all 
sources and all expenditures for all purposes, together 
with a full statement of its assets and debts, as well 
as such other information as to the financial condition 
of such grantee as said department may require, and 
said department may inspect and examine, or cause to 
be inspected and examined, at all reasonable hours, 
any books of account of such grantee. 

Sec. 2. No city shall hereafter give any money or 
property, or loan its money or credit to or in aid of 
any private individual, association, or corporation; 
but it may make such provision for the aid and sup- 
port of its poor as may be authorized by law. 

No city shall become indebted for any purpose or 
in any manner to an amount which, including exist- 
ing indebtedness, shall exceed per centum of the 

assessed valuation of the real estate within such city 
subject to taxation as shown by the last preceding 
assessment for state or city taxes; provided, however, 
that in determining the limitation of *^he city's power 
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to incur indebtedness there shall not be included the 
following classes of indebtedness: 

(i) Certificates of indebtedness or revenue bonds 
issued in anticipation of the collection of taxes, unless 
the same be not paid within two years of the date of 
issue; 

(2) Or bonds authorized by the affirmative vote of 
two-thirds of the members of council, approved by 
the mayor and approved by the affirmative vote of the 
majority of the voters of the city voting upon the 
question of their issuance at the next ensuing election 
of city officers for the supply of water or for other 
specific undertaking from which the .city will derive a 
revenue. 

All certificates of indebtedness and revenue bonds 
shall be provided for and payable from the taxes 
levied for the year in which they are issued, and shall 
never exceed the amount of such taxes. 

Provision shall be made at the time of their issue 
for raising a sum of money by taxation or otherwise 
sufficient to pay the interest upon all city bonds as it 
falls due, and to pay and discharge the principal 
thereof within twenty years from the date of their 
issue. 

The amount to be raised by tax for city purposes 
upon real and personal property, or either of them, 
in addition to providing for the principal and interest 
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of existing debt, shall not in the aggregate exceed in 
any one year per centum of the assessed valua- 
tion of the real and personal estate subject to taxa- 
tion by, such city, to be ascertained as hereinbefore 
prescribed in respect to the city debt. 

Sec. 3. The legislative authority of any city now 
existing or hereafter created within the state may, as 
to elections to elective municipal offices, establish 
minority or proportional or other system of repre- 
sentation; but before such exercise of authority takes 
eflect it must be approved by a majority of the then 
legally qualified voters of the city voting thereon at 
the then next ensuing general or municipal election, 
occurring at least days thereafter. 

On a petition therefor, signed by at least per 

cent, of the legally qualified voters of the city and 
filed in the office of the mayor, a proposition as to 
elections to elective municipal office to establish 
minority or proportional or other system of repre- 
sentation must be submitted to the legally qualified 
voters of the city at the next ensuing general or 
municipal election occurring at least days there- 
after; if a majority of such voters voting upon such 
proposition are in favor thereof, such proposition 
shall go at once into effect. 

Sec. 4. Every city shall keep books of account and 
make stated financial reports at least as often as once 
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a year to the* in accordance with forms and methods 
prescribed by him, which shall be appHcable 
to all cities within the state. Such reports 
shall be printed as a part of the public documents of 
the state, and submitted by the * to the legislature at 
its regular session next succeeding the making 
of such report. Such reports shall contain an 
accurate statement in summarized form and 
also in detail of the financial receipts of the city from 
all sources, and of the expenditures of the city for all 
purposes, together with a statement in detail of the 
debt of said city at the date of said report, and of 
the purposes for which such debt has been incurred, 
as well as such other information as may be required 
by the *. Said * shall have the power by himself, or by 
some competent person or persons appointed by him, 
to examine into the affairs of the financial depart- 
ment of any city within this state. On every such 
examination inquiry shall be made as to the financial 
condition and resources of the city, and whether the 
requirements of the constitution and laws have been 
complied with, and into the methods and accuracy 
of the city's accounts, and as to such other matters 
as the said * may prescribe. The * and every such 
examiner appointed by him shall have power to ad- 
minister an oath to any person whose testimony may 



* State Comptroller or other fiscal officer. 
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be required on any such examinations, and to com- 
pel the appearance and attendance of any such person 
for the purpose of any such examination, and the 
production of books and papers. A report of each 
such examination shall be made, and shall be a mat- 
ter of public record in the ofifice of said.' 

Sec. 5. Cities may establish minor courts which 
shall have exclusive civil and criminal jurisdiction 
in the first instance for the enforcement of ordinances 
of the corporation and of punishments and penalties 
for violations thereof. Such courts shall have such 
further or other I'urisdiction as may be conferred by 
the legislature, subject to the other provisions of this 
constitution, but they shall not have any equity juris- 
diction nor any greater jurisdiction in other respects 
than is conferred upon.' The justices of such courts 
shall be appointed and may be removed by the mayor. 
No one shall be eligible to appointment as such jus- 
tice unless he has been" for at least five years. 
Such justices shall be subject to the same liabilities, 
and their judgments and proceedings may be reviewed 
in the same manner and to the same extent as is now 
or may be provided by law in the case oi.' Except 



1 State Comptroller or other fiscal o£Bcer. 

^An attorney and counselor-at-law of the state, or some 
equivalent expression appropriate to the particular state. 

» Some lower court recognized as a regularly constituted part 
of the state's judiciary system, 
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as Otherwise in this constitution provided, all city 
judicial officers shall be appointed and may be re- 
moved by the mayor thereof. 

Sec. 6. In the organization of every city hereafter 
created provision shall made: 

For a council, the members of which shall be elected 
by the people. 

For a mayor elected by the people; the chief execu- 
tive officer of the city shall be the mayor, who shall 
appoint and remove all heads of departments in the 
administrative service of the city, except the head of 
the Finance Department; and who shall appoint and 
remove all other officers, agents, and employees in 
the administrative service of the city and fill all va- 
cancies therein, provided, however, that appointments 
and promotions in the administrative service of the 
city shall be made solely according to fitness, which 
shall be ascertained, so far as practicable, by examina- 
tions, that, so far as practicable, shall be open com- 
petitive examinations. 

All persons in the administrative service of the city, 
except the mayor, shall hold their offices without fixed 
terms. 

The mayor and members of the council shall be the 
only city officers elected by popular vote. 

Sec. 7. Within its corporate limits, every city with- 
in the state shall have the same powers of taxation as 
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are possessed by the state. It may license, tax, and 
regulate all trades, occupations, and businesses, and 
shall be vested with power to acquire, hold, manage, 
and control property, perform and render all public 
services, and with all powers of government, subject 
to such limitations as may be contained in the consti- 
tution and laws of the state, applicable either to all 
the inhabitants of the state or to all the cities of the 
state, or in such special laws applicable to less than 
all the cities of the state, as may be enacted in the 
manner hereinafter provided. 

Such special laws shall require the afiSrmative vote 
of two-thirds of all the members of the legislature, 
and shall not be valid in any city unless they receive 
the formal approval of its legislative authority within 
sixty days after the passage thereof by the legislature, 
or, within thirty days after disapproval by the legis- 
lative authority of the city, shall again be passed by 
the legislature by the affirmative vote of two-thirds 
of all the members of the legislature, which two-thirds 
shall include three-fourths of the members of the legis- 
ture from districts outside of the city or cities to be 
affected. The failure of the legislative authority of the 
city to take formal action approving or disapproving 
a special law shall be deemed a disapproval thereof. 
The laws repealing such special laws may be passed 
in the manner provided for the passage of general 
laws. 
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Sec. 8. The legislature shall pass a general munici- 
pal corporations act applicable to all the cities in the 
state which shall, by popular vote, determine to adopt 
it. 

Article Fourth. 

Subject to the constitution and the laws of the state, 
applicable to all of the inhabitants or all the cities 
thereof, and to such special laws as may be passed in 
the manner hereinbefore provided, any city having 
a population of twenty-five thousand or more may 
adopt its own charter and frame of government in 
the following manner : 

The legislative authority of said city may, and 
when requested by a petition filed in the office of the 

mayor signed by per cent, of the legally qualified 

voters thereof must, provide by ordinance for an elec- 
tion not less than nor more than days after 

the passage of such ordinance, at which the legally 
qualified voters of said city shall elect a board of not 

less than fifteen and not more than members, 

who for at least five years preceding said ele'ction 
shall have been legally qualified voters therein. Each 
member of said board shall be a householder within 
said city. It shall be the duty of said board to con- 
vene upon the after said elec- 
tion, and thereafter and within days to prepare 

and propose a charter and frame of government for 
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such city, which shall be signed in duplicate by the 
members thereof or a majority of them, and returned, 
one copy thereof to the mayor and the other to the 
secretary of state. Such proposed charter and frame 
of government shall then be published daily in two 
papers of general circulation in such city for at least 
.twenty days, and within not less than thirty days and 
not more than sixty days after such publication, shall 
be submitted to the qualified voters of such city at 
a special or general municipal election, and the legis- 
lative authority of said city shall provide by ordinance 
for the holding of such special election, unless a gen- 
eral municipal election shall be held within the time 
hereinbefore prescribed. 

If a majority of the legally qualified voters of the 
city voting thereon shall ratify the same, it shall be- 
come the charter and frame of government of such city 
and the organic law thereof, and supersede and repeal 
all laws inconsistent therewith and any existing charter 
and all amendments thereof. A copy of such charter 
and frame of government, duly certified by the proper 
authorities of such city, setting forth its submission 
to the legally qualified voters of the city and its rati- 
fication by them, shall be made in duplicate, and de- 
posited, one in the office of the secretary of state, and 
the other among the archives of the city. All courts 
shall take judicial notice thereof. The "charter and 
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frame of government so adopted may be amended 
at intervals of not less than tw?o years by proposals 
therefor which the legislative authority of the city 
may, and, when requested by a petition signed by 

per cent, of the qualified voters of said city, 

must, submit at the next municipal election held at 
least sixty days after the adoption of the ordinance 
or filing in the office of the mayor of the petition mak- 
ing such proposals, ratified by a majority of the 
qualified voters voting thereon, as herein provided for 
the adoption of the charter and frame of government. 
In submitting any such proposal any alternative article 
or proposition may be presented for the choice of the 
voters and may be voted on separately without preju- 
dice to others. 

After the filing of a petition in accordance with the 
provisions of this article, if the legislative authority of 
the city neglects or fails to provide by ordinance for an 
election as hereinbefore directed, then it shall be the 
duty of the mayor to order such election, and his order 
for such purpose, duly signed by him and filed in the 
archives of the city, shall have the same force and effect 
as an ordinance for the same purpose. 

Article Fifth. 

The petitions mentioned in the foregoing articles 
need not be one paper, and may be printed or written, 
but the signatures thereto must be the autograph sig- 
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natures of the persons whose names purport to be 
signed. To each signature the house address of the 
signer must be added, and the signature must be made 
and acknowledged or proved before an officer author- 
ized by law to take acknowledgment and proof of 
deeds. The certificate of such officer under his offi- 
cial seal that a signature was so made and acknowl- 
edged or proved shall be sufficient proof of the gen- 
uineness of the signature for the purposes of these 
articles. 

The signing of another's name to a petition and a 
certificate falsely stating either that a signature was 
made in the presence of the officer or acknowledged or 
proved b«fore him, shall be punishable as a felony. 
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PART III. 



Cost of Service to Users and Taxpayers. 



INTRODUCTION. 

The cost of service to users and taxpayers is 9ie 
only proper basis- for comparisons to show the relative 
economic advantages derived from private and munfcT- 
pal ownership and operation of water, gas and electric 
lighting works. 

In 1888 it was reported that there were in the United 
States 544 municipal water works, 5 municipal gas 
works, no municipal electric lighting works, and no 
municipal street railways.^ It is estimated, that in 
1897, there are in the United States 1,900 municipal 
water works, 25 municipal gas works, 400 municipal 
electric lighting works, and no municipal street rail- 
ways. 

No question perteining to municipal policy, or to 
the efficiency of municipal government, has caused 
so much discussion, or is of greater economic impor- 



iSee appendix, page 261. 
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tance for the welfare of every municipality, and of all 
the people, than the question of the ownership and 
proper regulation of municipal public service indus- 
tries.* While ownership and operation may be in- 
trusted to private corporations, regulation must al- 
ways be a governmental function. 

Those who study questions of public policy, solely 
for the purpose of discovering ethical and economic 
principles, which, if correctly understood and applied, 
will most surely result in practical benefits for all the 
people, recognize the question of properly controlling, 
without unnecessarily checking the growth of corpo- 
rate power, as the most difificult and the most impor- 
tant problem now demanding a wise solution.^ They 
see many dangers for public and private welfare when 
purely economic questions are made political issues 
without the guidance of facts.' There have been ten 
years of discussion, investigations and studies without 
number, by teachers of political economy, committees 
of economic associations and municipal reform asso- 
ciations for the purpose of fitting theory to practice; 
and by committees of municipal councils for the prac- 
tical purpose of determining a just price to be paid 
for water, gas or electric lighting service; or to de- 
termine whether it would be wise for the municipality 

iSee appendix, pages 251, 276, 319. 
2 See appendix, pages 251, 256, 281. , 
"See appendix, pages 264, 270, 322. 
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to assume the ownership and operation of the industry 
for its own account. The vital question, "How can 
the power of concentrated organizations be utilized to 
its fullest expression, without risk of suffering from 
its real or imaginary tyranny," is still unsolved. In 
attempting to solve this question it must 'be clearly 
seen that the interest of one consumer, whether an 
individual or a municipality, is identical with the in- 
terest of all the people, and that the distrust with which 
monopolies are universally regarded, is developed by 
the fact that the people have been taught to rely upon 
the regulative force of free competition, to guarantee 
that services will be rendered at the lowest possible 
cost.' These natural monopolies are industrial organi- 
zations, superior to the regulating influence of com- 
petition. Society will not render humanity its best 
services until it discovers some principle for the guid- 
ance of legislation in controlHng these industries from 
which all elements of competition are eliminated.^ 

AN APPEAL TO STATISTICS. 

It is in the mind of every man that something is 
wrong somewhere, but just what is wrong, or where 
it is wrong, or why, he does not appear to know. In 
the absence of facts any charge is safe. The greed 
of corporations, exacting burdensome tribute to pay 



iSee appendix, pages 38, 42. 

*See appendix, pages 38, 39, 42, 45, 83. 
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dividends on watered stock, or interest on bonds 
covering twice over the necessary cost of construc- 
tion and equipment, excites the imagination of some; 
while others center their attention on "boodlers" in 
city councils and State legislatures, who are always 
out for bribes whenever any legislation is required 
for public service monopolies. To restore the people 
to a normal condition of mind, in which they will 
guide their action by a knowledge of the facts — not 
by fear, prejudice or superstition — appeal is made to 
statistics by all parties to the controversy as a means 
of correcting abuses by and of corporations, indus- 
trial and political.' 

The statistics needed have never been gathered.'' 
Those who have undertaken to collect them have been 
discouraged by the work and expense involved, and 
the practical difB-culties met with in attempting to get 
facts sufficiently comprehensive and reliable for safe 
gej^ieralization.^ Careful investigators,' whose only 
care is for the truth, know what a faint light the sta- 
tistics they have been able to gather throw upon the 
question of the comparative efficiency of public and 
private owenrship and operation of public service in- 
dustries. Less accurate, less cautious persons have, 



'See appendix, pages 267, 268, ays, 306, 316. 
2 See appendix, pages 260, 265, 296. 
ssee appendix, pages 264, 277, 296. 
4 See appendix, pages 258, 264, 265. 
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however, taken partial data, collected almost at ran- 
dom, and without opportunity or ability to verify their 
correctness, and deluded the people to their injury 
with incorrect theories, based on incomplete state- 
ments. To base a general report for the United States 
upon the study of a score of cities is absurd.' 

Professor Bemis declared in 1892:' "Never be- 
fore has the desire for accurate facts and principles in 
regard to city ownership of gas works in this country 
been as great as now." In i8g6 he declared:' 
"Surely the only alternative to public ownership is 
the fullest publicity as a basis for wise public regula- 
tion," and that no "private investigation (of which 
he has made many) can take the place of a public 
one." He says in "The New Time" for August, 1897: 
"In our social problems what the country needs is 
accurate information and a thoroughly comprehen- 
sive grasp of the situation." 

Few, if any, subjects of equal importance seem to 
be so lacking in reliable and detailed data.' Still, 
the most competent observers declare that if it can be 
shown that municipal industrial services can be sup- 
plied more cheaply and economically through private 
enterprise than under the municipalities, no one will 



1 See appendix, pages 264, 278, 320. 

2 See appendix, page 270. 

3 See appendix, page 282. 

4 See appendix, pages 282, 283, 286. 
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be disposed to question that line of policy." What 
everyone wants is to get the best service at a reason- 
able cost." 

AN OFFICIAL INVKSTIGATION UNDERTAKEN. 

Without a presumption for or against the policy 
of municipal or private ownership and operation of 
pubHc service industries, the United States Depart- 
ment of Labor has undertaken a complete and thor- 
ough statistical investigation of the cost of services 
rendered by water, gas and electric lighting works. 
In announcing his purpose to do this, at the Twelfth 
Annual Convention of the National Association of 
Officials of Bureaus of Labor Statistics, Hon. Carroll 
D. Wright, United States Commissioner of Labor, 
said :' 

"The theory of statistics which actuated the com- 
mittee (in considering the subject of this, investiga- 
tion), was not whether municipal ownership was de- 
sirable, but whether an investigation could be insti- 
tuted which would enable municipalities and the citi- 
zens thereof to determine whether there was any 
advantage to the consumers in such ownership, or 
whether, on account of the cost, they should continue 
in the old way. It is purely a question of business. 



^See appendix, page 302. 

^See appendix, pages 271, 285, 302. 

'See appendix, page 308. 
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* * * We will have an investigation which will cover 
every one of the states and territories of the United 
States, thus giving the public a complete statement of 
the extent to which municipal ownership has been 
carried in this country. * * * It is our duty to our 
constituents everywhere to see to it that they may 
be informed on this great question which is being 
agitated more and more every year, and informed 
with all the accuracy that it is possible to put into the 
information. Every man in the United States, 
whether he believes in municipal ownership or 
whether he opposes it, will welcome this investiga- 
tion in the warmest way." 

Every mayor of a municipality, every member of a 
city council, every governor, and every member of a 
state legislature, in fact all of the people, can unite 
in desiring the complete success of this impartial and • 
authoritative investigation.' 

DIFFICULTIES IN THE WAV OF SUCCESS. 

The past claims our attention by reason of its abil- 
ity to furnish trustworthy guidance for future action. 
It is the consensus of opinion of all who have given 
earnest and intelligent attention to the subject, and 
who have had experience with it, that reliable, com- 
prehensive statistics — the only kind of data that can 

JSee appendix, pages 313, 216, 320. 
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be of service — cannot be obtained by correspondence.' 
They can be had only by expert personal solicitation,' 
and even then it is feared that in a large portion of in- 
stances the essential facts will be difficult or impossi- 
ble to ascertain." 

The most serious obstacles in the way of securing 
statistics sufficiently comprehensive and reliable for 
safe and fair comparisons are to be found in the mul- 
tiplicity of variables in the basis for prices for serv- 
ices, and statements of cost, largely caused by a re- 
grettable want of uniformity in systems of accounting.' 
There will be many inquiries essential to a correct re- 
sult, which cannot be answered from records of ac- 
counts as kept, the information for which can only 
be given by making carefully considered estimates." 

Prices quoted without any specifications to show 
what is delivered for the price, and unaccompanied by 
a clear statement of all local conditions necessary 
properly to explain the price, are not a reliable basis 
for comparisons.' Prices so quoted have been the 
means of disseminating more misinformation, and do- 
ing more injustice than any other feature of the dis- 
cussion of the subject of a correct public policy re- 



^See appendix, pages 288, 321, 323. 

^ See appendix, pages 263, 276, 281, 285, 295, 300. 

3 See appendix, pages 43, 69, 287, 288, 297, 298. 

■" See appendix, pages 86, 277, 277, 296, 308, 323. 

"See appendix, pages 293, 323. 

« See appendix, pages 280, 286, 298, 304. 
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garding public service. It is fundamentally necessary 
that every factor essential to show what a user, or a 
taxpayer, gets for the price he pays, and why the price 
charged is reasonable, shall be included in the ques- 
tions asked to obtain the information upon which a 
report is to be founded.' If this is completely and 
faithfully done, the investigation will be of great serv- 
ice to the people, and its full value cannot be easily 
computed. That the investigation may be thorough, 
quickly made, and fully reported, it is desirable that 
its scope, methods and purpose shall be cordially ap- 
proved by those best able to judge of its essential 
character.' 

VARIABLE BASIS OF PRICE FOR WATER SERVICE. 

Meter rates are based on quantity consumed. All 
other systems of charging are based upon estimates. 
Schedules based on estimates are formulated on 
widely different plans, such as the number of fixtures, 
rooms, or persons in the house; or the height of the 
house, the number of feet front of the lot it occupies, 
or the purposes for which water is used.' All such 
schedules are of necessity more or less inaccurate and 
work unevenly, requiring consumers under certain 
conditions to pay but little and under other conditions 



' See appendix, pages 283, 309. 

^See appendix, pages 282, 303, 311, 326. 

3 See appendix, pages 283, 286. 
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to pay exorbitantly for the water they use. While 
the supplying of water is, in comparison with gas or 
electrical service, an exceedingly simple undertak- 
ing, the methods of charging for the service present 
so many variables it has been impossible to find any 
common unit or basis for price.' Within six weeks 
the officer in charge of the Water Department of 
Washington, D. C, indorsed the complaint of a water 
user regarding the method of rating houses for water 
rent by the number of feet front and stories high, with 
the statement that "it would be inadvisable to make a 
change unless it was positively a certainty that a more 
uniform schedule of rates could be devised, and of 
this there is no evidence whatever." 

In some cities water in its natural condition is de- 
livered to consumers; in others it is purified. In some 
the source of supply is near at hand, so located that 
it is delivered by gravity, and so abundant that no 
storage is required. In others the source of supply is 
distant, so located that it must be pumped or raised to 
stand-pipes or tanks, and so liable to scarcity that it 
has to be stored. In some cities it is the policy to 
derive only sufficient income from the waterworks to 
pay operating expenses, leaving principal and interest 
on bonded debt and all fixed charges to be paid by 
taxation.^ In others the policy is to make the income 

'See appendix, pages 286, 293. 
2 See appendix, pages 292, 294. 
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pay for the works, principal and interest, and to cover 
all fixed charges and operating expenses, thus plac- 
ing on v/ater consumers, by indirect tax, the cost of 
all water vised for fire protection, street cleaning and 
other public purposes/ The effect of all these vari- 
ables is to render a statistical comparison of cost to 
users and taxpayers for water service in the different 
cities one of the most difficult features in this investi- 
gation. In the light of this fact it is seen how unjust 
comparisons of prices for water service frequently are, 
as usually made, and why. The householders, the 
merchants, and the manufacturers of a city are misin- 
formed by being furnished with quotations of prices 
in other cities which give no explanations to account 
for apparent differences.'' The prices owners of pri- 
vate waterworks are permitted to charge are forced 
nearly to the cost of the service, by the statement 
that prices in municipalities where the works are 
owned and operated by the city are very much less, 
no showing being made of the amount the taxpayer 
is required to contribute to make good the deficiency 
caused by the low price.' One good result from this 
investigation may be to promote the use of water 
meters, or to establish some basis for contract prices 
that will admit of uniform schedules and comparisons. 



*See appendix, page 288. 

*See appendix, pages 286, 289, 292. 

^See appendix, pages 60, 285, 287. 
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VARIABLE BASIS OF PRICE FOR GAS SERVICE. 

In the gas business there is an estabhshed unit for 
output and price which greatly simpHfies the prob- 
lem of how to obtain data for equitable statistical com- 
parisons. The variables are found in quality of gas 
furnished, area over which it is distributed and aggre- 
gate consumption.' Units, such as the ton of coal, 
the caldron of coke and the barrel of tar, differ 
widely in different localities.' A ton of coal might 
seem to be a unit of precision, but it varies in different 
works nearly twelve per cent. In some states the 
reckoning is not by the ton, but by the bushel.' In 
spite of these facts, prices charged in One place are 
used, without explanation, to influence the price 
charged in other places, always to reduce, but never 
to increase it. The facility with which such misin- 
formation is spread over the country brings all mu- 
nicipalities into one vast trust to secure through re- 
flected effort what they cannot gain in isolation. The 
councilman who votes for a price for gas in excess of 
the lowest price any of his constituents may have 
heard of as being charged elsewhere must be pre- 
pared to meet the charge of being a "boodler," and to 
answer insinuating questions. Misinformation breeds 



'See appendix, pages 585, 586. 
^See appendix, page 299, 
' See appendix, page 299. 
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discontent, suspicions and prejudices which otherwise 
would find no lodgment in the minds of the people.' 

VARIABLE BASIS OF PRICE FOR ELECTRICAL SERVICE. 

Electrical services are charged for by meter and by 
contract rates. The meter units are ampere, watt and 
kilowatt hours.' Electricity, unlike water or gas, can- 
not be stored for future use in a reservoir or holder. 
Some attempts are made to utilize storage batteries in 
this behalf, but their use is not sufficiently general to 
influence results for the business when considered in its 
entirety. The most difficult problem for the manager 
of an electrical plant is to find full employment for 
it during all the hours any part of the service he is 
required to perform makes it necessary to keep it in 
operation. For this reason meter rates alone are not 
a reliable basis for comparisons, as the rate given is in- 
fluenced by the hours of service. This observation 
holds good also in contract rates for lighting and 
motor service. The price per lamp is based upon the 
current consumed by the lamp, the number of lamps 
installed for the use of one customer, the number of 
months or years for which the contract is made, and 
the hours of service given per lamp per day, month 
or year. To say that the price per arc lamp in a cer- 
tain city is so much per hour, night, month or year. 



* See appendix, page 254. 
2 See appendix, page 298. 
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is absolutely meaningless as a basis of statistical com- 
parison.' A statement of price which does not show 
what is delivered for the price, has no statistical value. 
In prices charged for motor service, variables are 
found, principal among which are the purposes for 
which motors are used. Occupations requiring a 
motor of small capacity to run continuously, will con- 
sume much more energy than other occupations re- 
quiring a motor of large capacity to operate inter- 
mittently. In such cases a uniform charge per horse 
power for the motor installed would be unjust. The 
basis of the charge, under a contract rate, must be the 
use of the motor rather than its capacity. 

An important factor affecting price is found in the 
character of the construction of the distributing sys- 
tem." In densely populated cities where the service 
lines are placed under ground, the cost of the sys- 
tem is very much greater than in small towns where 
few structures make a pole line an attraction. This 
variable is sometimes complicated by a requirement 
that compels the lighting company to hire ducts from 
a subway company, or the municipality, at an annual 
cost which perceptibly increases the cost of the light- 
ing service. 



^See appendix, pages 294, 299. 
2 See appendix, page 278. 



Digitized by Microsoft® 



LOCAL CONDITIONS. 225 

VARIABLES CAUSED BY LOCAL CONDITIONS. 

In addition to the many variables due to the techni- 
calities and methods of each industry, are the variables 
caused by local conditions which affect all of the serv- 
ices in the same general direction.' The cost of 
power, whether water or steam, is an important 
variable. In the case of steam the variable is based 
on cost of fuel and water.' Other variables are: 
density of population, or the concentration of busi- 
ness in relation to area;' character of subsoil, affect- 
ing cost of underground construction; character of 
climate, affecting cost of operation and maintenance; 
taxation in all forms;' and interest on investments, 
affected by the soundness and stability of public 
policy." To make a reliable statistical comparison of 
prices, the influence of all these factors on price must 
be shown, or at least, the variables must be stated in 
a way to explain the reasonableness of variations in 
price. 

PRICE IS COST TO USERS AND TAXPAYERS WHEN SERVICES 
ARE RENDERED BY PRIVATE CORPORATIONS. 

When an industry is owned and operated by a pri- 
vate corporation the cost of the service to users and 



* See appendix, pages 279, 287, 304. 
^ See appendix, pages 280, 290. 
3 See appendix, pages 278, 286, 296. 
^See appendix, page 273. 
= See appendix, page 319. 
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taxpayers is limited and fully included in the price 
paid for it. Users and taxpayers as such, are not in- 
terested in the details of cost of construction, general 
expenses, fixed charges, operating expenses, and 
maintenance. Their interest begins and ends in all 
considerations which explain the price they pay for 
the service, and furnish a basis for establishing the 
reasonableness of that price.' The people are right 
in demanding that services shall be rendered in the 
best manner known that has been made commercially 
practicable, and at the lowest fairly profitable price' 
In determining these points the representatives of the 
people, whether mayors of municipalities, or mem- 
bers of city councils, governors of states, or mem- 
bers of legislatures, can have no better guide than the 
facts of experience. That experience may be avail- 
able and authoritative, the facts developed under it 
must be collected, tabulated and reported by an ex- 
pert, impartial and all comprehensive authority that 
can reach every corporation and every municipality 
in the whole country through its duly commissioned 
agents." It must make a personal investigation of 
all facts relating to prices charged, and of all condi- 
tions necessary to explain such prices. The results of 
such an investigation will guide judgment to a correct 
conclusion. 

1 See appendix, page 270. 

*See appendix, pages 251, 254, 271. 

» See appendix, pages 77, 285, 312. 
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COST IS PRICE TO USERS AND TAXPAYERS WHEN SERVICES 
ARE RENDERED BY MUNICIPALITIES. 

In every case, whether a service is rendered by a 
private corporation or by a municipality, the private 
user is interested directly only in the price charged for 
it. In the case of municipal ownership and opera- 
tion, however, he is also interested in the cost of pro- 
duction, as this will affect his taxes.' The considera- 
tion offered for his vote in favor of municipal owner- 
ship is that the cost of the service will thereby be re- 
duced, and that this reduction will become effectual 
in the price he is required to pay for what he gets. 
The struggle for municipal ownership and operation 
is a struggle to depress the cost of rendering services, 
not to raise prices for services rendered." 

This is the meaning of the agitation for the munici- 
pal ownership and operation of public service indus- 
tries that has taken place in almost every city and 
town in the United States within the last ten years, 
and is now rapidly reaching an acute stage of develop- 
ment through being made a political issue. Professor 
James says :' "To continue the farce of allowing com- 
petition to regulate prices simply means that good and 
cheap gas is forever impossible." Professor Bemis 



1 See appendix, page 294. 
"See appendix, pages 256, 316. 
'See appendix, page 252. 
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says:^ "The financial benefits to the community are 
in the shape of cheaper gas, or more revenue to the 
municipahty. It is to be hoped that cities may be 
enabled to dispense with the present necessity, for 
revenue purposes, of charging more than cost for gas." 
The "Association for the Public Control of Fran- 
chises" of the city of New York says :^ "What is even 
more important to the mass of citizens, public control 
of the means of transportation and illumination will 
lead to a similar reduction (one-half), in car fares and 
gas bills." Edward M. Grout says:' "The question 
* * * touches the pocket of every gas user to the 
extent of from twenty to forty per cent, of his gas 
bills." 

When a service is rendered by a private corpora- 
tion for the public purposes of a municipality, the 
price paid by the municipality limits its cost to tax- 
payers. When the same service is rendered by the 
municipality for its own account, through the owner- 
ship and operation of the industry, the price to tax- 
payers is the entire net cost of the service. 

The "Association for the Public Control of Fran- 
chises" of the City of New York, says :' "According 
to the most conservative authorities, half the citv's 



* See appendix, pages 50, 269, 270. 
''See appendix, page 318. 
3See appendix, page 320. 
*See appendix, page 318. 
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revenues could be derived from its street car, gas and 
other franchises. In this event, taxes upon private 
and personal property would be cut in two." State- 
ments similar to this cover the consideration invari- 
ably relied upon to secure votes for the approval of 
proposals authorizing the construction and operation 
of municipal works for rendering industrial public 
service. Every Mayor and every member of a City 
Council, every Governor and every member of a 
State Legislature, where such a measure has been dis- 
cussed, is familiar with the representations made to 
show the economic advantages expected to result, for 
the benefit of private users and taxpayers, from the 
adoption of the policy of municipal ownership and 
operation.' 

A TRUE BASIS FOR COMPARISIONS. 

In the case of services rendered by private corpo- , 
rations, price is cost to users and taxpayers. In the 
case of services rendered by municipalities, cost is 
price to taxpayers, and the price charged is cost to 
private users as such. These facts are established by 
the conditions of the undertakings, beyond the power 
of intelligent controversy,' or change by legislative 
enactment.' To determine the relative economic ad- 



•See appendix, page zgo. 
^See appendix, page 318. 
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vantages derived from private or municipal ownership 
and operation of public service industries, the price 
charged by private corporations and the cost of serv- 
ice rendered by municipal works, are, it must be seen, 
the only correct bases for comparisons. Price 
charged by private corporations can be ascertained.' 
To ascertain the cost under municipal ownership and 
operation this investigation must include every item 
of cost involved in the rendering of the service. The 
facts needed should all be matters of public record. 
Assurance is given that they can be obtained.'' This 
will give opportunity to the municipal representatives 
of the people, wherever municipal works are owned 
and operated, to demonstrate the efficiency of their 
administration of the people's business. It will afiford 
an opportunity to prove the affirmation of Professor 
James when he says:' "The common argument 
against the public management that it is necessarily 
more expensive than private management, is not well 
grounded, either in reason or fact." It is an oppor- 
tunity to add the authority of experience to the infer- 
ence made by Prof essor Bemis when he says:* "The 
argument that .cities can manage gas works success- 
fully because they liave succeeded with water works, 
has been frequently made, and has force." 

•See appendix, pages 76, 281, 287, 310. 
^See appendix, page 311. 
^See appendix, page 251. 
<See appendix, page 269. 
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This investigation, by the Department of Labor, 
is eritered upon with a full knowledge of its vital im- 
portance to all urban citizens, to all municipalities, 
and to all of the vast investments held in public serv- 
ice corporationa' If it shall show that price to 
users and taxpayers charged by private corporations 
is unreasonably higher than cost under municipal 
ownership and operation — and what advocate of mu- 
nicipal ownership believes it is not? — private cor- 
porations will have no choice but to reduce their prices 
or to sell out to the municipalities in which they are 
located.' To this final, crucial test private corpora- 
tions must submit. This test will bring the struggle 
to depress cost of rendering municipal industrial serv- 
ices to an acute stage of development. It substitutes 
actual competition between private corporations and 
municipalities, for theoretical competition between 
corporations within municipalities. The only diffi- 
culty in the way of making this test accurate, is the 
want of uniformity in methods of municipal book- 
keeping.' In measuring the prices charged by private 
corporations against cost of production by munici- 
pally owned and operated works, justice and the in- 
terests of the people demand that all factors of cost 
shall be correctly and fully included in the accounts. 



iSee appendix, page 313. 

^See appendix, pages 251, 302, 319. 

3 See appendix, page 287. 
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An understatement of costs will be unjust to vast 
invested interests, and will lead the people into draw- 
ing erroneous and harmful conclusions.' 

When a person buys an article, quality, quantity 
and price are all his interests require him to consider, 
but when he contemplates undertaking the manufac- 
ture of an article, every item of cost, as well as sell- 
ing, price becomes of vital importance to him. In 
comparing price with cost, this investigation will de- 
cide for the people of many municipalities a ^rave 
question of public policy; whether they will continue 
to buy the services they need from private corpora- 
tions or undertake to manufacture them for them- 
selves. In this aspect of the question the accounts 
of every municipally owned and operated works for 
the supply of industrial public services becomes of 
national importance and should be exhibited with ab- 
solute correctness." 

STATEMENTS OF COSTS. 

In the discussions preliminary to deciding upon 
this investigation. Professor Wilcox drew attention 
to the fact that the accounts of private corporations 
or of municipalities are not kept by "any approxi- 
mately common method." ' Mr. Baker suggested that 

•See appendix, ■ pages 267, 286. 

* See appendix, pages 267, 282, 317, 322. 

3 See appendix, page 277. 
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"the vagaries of bookkeeping make comparisons al- 
most impossible." ' Mr. Howes gave a word of cau- 
tion against "a disposition to understate cost of con- 
struction." Mr. Baker stated:' "A uniform system 
of accounting is of the highest importance in statistical 
work. It may be doubted whether reliable statistics 
are possible without it. There is, according to my 
own observation, great lack of uniformity, not only 
throughout the country at large, but within the limits 
of a single State. The fact that business has come to 
be much less profitable than formerly has imposed 
upon managers a desire to compare among themselves 
reliable data, and to this end to seek uniformity of 
accounts and records, so that the present tendency 
is strongly in that direction." ' 

In 1890, when Professor Adams read a paper be- 
fore the American Economic Association under the 
title of "Statistics as a Means of Correcting Corpo- 
rate Abuses," the attention of the Association was 
directed to the vital importance of a uniform method 
of determining cost." All professors of political 
economy, all writers and speakers of every school of 
thought who have to do with creating, guiding, and 
applying public opinion to the affairs of the people 



'Stee appendix, page 287. 
^See appendix, page 289. 
' See appendix, page 296. 
4 See appendix, pages 265, 267, 282. 
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are obliged by the nature of this subject to appeal 
to statements of cost to establish their thepries or to 
justify their action. This convention can do no wiser 
thing than to invite the American Economic Associa- 
tion to formulate a system of accounting for all muni- 
cipal aiifairs that will make reliable comparisons prac- 
ticable, and will show accurately all factors of cost. 
Although uniformity in accounting does not exist, 
it is believed, by the use of schedules designed prop- 
erly to classify and include all factors of cost, statistics 
can be collected that will form a basis for reliable 
comparisons. The general divisions of these sched- 
ules would be: 

1. Cost of Works. 

2. General Expenses. 

3. Fixed Charges. 

4. Operating or Manufacturing Expenses. 

5. Maintenance. 

Appropriate subdivisions would be made under each 
general heading. By carefully apportioning the total 
of each general division to the several items included 
in it, a result could be reached from the accounts of 
any public service industry, whether owned and op- 
erated by a private corporation or by a municipality, 
that would be a true statement of cost, and furnish 
a reliable basis for comparison." By using the same 



iSee appendix, page 309. 
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schedule for private corporations and for municipali- 
ties, and basing all calculations on the cost of the 
works, the disturbing^ factors of "watered stock" on 
one hand, and "ofificial corruption" on the other hand, 
will be entirely eliminated from the problem. Inter- 
est, taxes and depreciation' would be calculated on the 
same basis in everj' instance, and all other items of 
cost would be investigated on corresponding lines 
for private and public management." 

If there be a factor of error in this method of con- 
ducting this investigation it would be against private 
and in favor of municipal ownership. Interest would 
be computed on the cost of the works, in all cases 
— no regard being paid to how they might be capital- 
ized or bonded in the case of a private corporation — 
at the rate per cent, paid by the municipality on its 
pubHc debt. The conservatism of this course is un- 
questioned. Professor Bemis says:' "The bonds of 
a public plant usually bear a lower rate of interest 
than those of a private company." Mr. Edward M. 
Grout says :* "The situations of these cities (referring 
to several cases of municipally owned and operated 
works) are too diverse, the savings to the public are 
too great to enable us to explain away these results 



»See appendix, pages 283, 293, 30°. 32i- 
2 See appendix, page 288. 
»See appendix, page 283. 
<See appendix, page 320. 
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by any differences in the prices of labor or coal. The 
results are due chiefly to the fact that cities can bor- 
row money about three per cent, cheaper than private 
corporations, and to the additional fact that cities do 
not attempt to "water" the capital employed, nor to 
pay dividends upon fictitious capital, or capital which 
has been used up and consumed a generation agfo, 
and which ought to have been long ago charged ofif to 
depreciation." 

Taxes paid by private corporations would be ofifset 
by including in the municipal statement an amount 
equal to the taxes that would be collected from the 
business if owned by a private corporation. 

Depreciation would be calculated at the same rates 
per cent, in both cases. Professor Bemis says:' 
"Taxes must be included in municipal accounts in 
comparing with private companies. * * * it 
must be borne in mind, however, that a plant belong- 
ing to taxpayers may let depreciation rest in the hands 
of the consumer, where it can be put to more profitable 
use until such time as it may be needed, when it can 
be raised by taxation." 

It should be clear to any mind that a result of 
operation which must ultimately be paid for by taxa- 
tion is a part of the cost of operation and should be 
charged into the cost for the year covered by any state- 
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ment of cost. Mr. Howes says :^ "In electricity, par- 
ticularly, invention, constantly changing conditions, 
uncertain and varying systems of maintenance, and 
constant improvements make depreciation very 
large." Mr. Barker says r "Depreciation is a part of 
the cost of operation, as much as either coal or labor. 
It should include deterioration due to use, reduction 
in market price of apparatus, which becomes com- 
rnercially useless through the progress of the art, and 
the displacement of appliances, not worn out, but dis- 
placed on account of the growth of the business, mak- 
ing reconstruction and rearrangements of the works 
necessary." Mr. Edward M. Grout says:" "Every- 
thing is included in them (referring to accounts of 
municipally owned and operated works in England). 
* * * Interest on investments, taxes, insurance, 
depreciation, repairs and betterments, all operating ex- 
penses (including good wages and salaries), a sink- 
ing fund and a reserve fund, all are charged before 
net profits are reckoned." 

The cost shown on the schedules of the United 
States Department of Labor for municipally owned 
and operated works, would be arrived at exactly as 
it would be for private corporations. The compari- 
sons would be cost of construction with cost of con- 



iSee appendix, pages 292, 293. 
^See appendix, page 300. 
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Digitized by Microsoft® 



238 UEGISLATIVB CONDITIONS. 

structlon; interest with interest; taxes with taxes; de- 
preciation with depreciation, all computed on the 
same basis and at the same rates ger cent., and all 
other costs, item for item.' 

VARIABLES IN LEGISLATIVE CONDITIONS. 

Some factors of high potency, influencing, the price 
charged users and taxpayers for services rendered by 
private corporations never appear in the cost price 
of services rendered by municipalities. They may be 
gouped under the general term of Legislative Condi- 
tions. They are met with at every point of contact 
between private corporations and state or municipal 
authorities, users and taxpayers, from the obtaining 
of a company's charter or certificate of incorporation 
to the collection of payments for the services it may 
have rendered." 

Under the most favorable circumstances there will 
be many occasions for honest differences of opinion 
between corporation managers and the elected guar- 
dians of the people's interests, when they are dealt 
with in a spirit of fairness and just appreciation. But 
when the minds of the people are prejudiced by in- 
sinuations and unproven statements, which make the 
advocacy of measures designed to "down monopoly" 
popular, conditions are created which lead to the load- 



» See appendix, pages 309, 323. 
''See appendix, page 306. 
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iiig with onerous requirements of every contract and 
privilege it is necessary for corporations to negotiate 
with or obtain from municipal councils and officials. 
Municipal, being political, corporations have none of 
these conditions to contend with, none of the uncer- 
tainties caused by them to include and provide for in 
the factors of risks assumed in undertaking the busi- 
ness. Their property is recognized as public property 
and goes untaxed by municipality, county or state. 
The municipal government has absolute control over 
the requirements for placing structures on, over or 
under the streets; opening, repairing, cleaning and 
sprinkling streets; the regulations necessary for the 
proper and efficient rendering of any public service; 
requirements for its quality, quantity and price; spepi- 
fications regarding methods of production, distribu- 
tion and location of lines of service; the motive power 
that may be used; the exclusion of competition; the 
division of the territory to be served, whether there 
shall be but one organization for the whole munici- 
pality, or several ; and the period of time during which 
the works may be operated. When the municipality 
owns and operates the works, nO' one supposes for a 
moment that it can make a gain by inflicting penalties, 
raising obstructions, or stipulating unnecessary, un- 
scientific, uneconomic requirements for their con- 
struction and operation. No one advocates the raid- 
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ing of the territory supplied by municipal works by 
another municipal works, or of dividing' the business 
of a municipality between two or more unrelated 
municipal works as a means of reducing the cost of 
the service. No one intimates that municipal works 
should be constructed on approval by limiting the 
right of the municipality to own and operate them to 
a specified term of years, twenty, thirty or fifty. No 
one requires a municipality to terminate its public 
lighting service every one, three, five or ten years, 
and then to make an exhibit of the cost price of the 
service; its continuation to be determined by the ac- 
ceptance of a bid, in the securing of which, proposals 
may have been invited from all competitors, some of 
whom may make a bid less than the cost of the serv- 
ice, for the purpose of getting access to the business 
places and homes of the people, relying on recover- 
ing from private users all that is lost on the public 
contract, with a surplus for its profits. The advocates 
of municipal ownership place a high value on fran- 
chise conditions. They hold a franchise, such as a 
municipality necessarily assumes for itself when it 
undertakes the ownership and operation of a public 
industrial service — which is all inclusive, exclusive, 
perpetual and untaxed — at a value higher than any- 
thing else within the control of a municipal council or 
of a State legislature. For nothing else within the 
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Sphere of legislative action are members of municipal 
councils and State legislatures blamed so severely 
and held up to public scorn and condemnation with 
so much indignation as for the so-called "giving away 
of franchises." The value placed on franchises by in- 
dignant champions of the rights of the people are 
never included in investments or fixed charges as a 
part of the cost of municipal ownership and opera- 
tion. 

No one can better estimate the influence of all the 
factors of cost and uncertainty included in this group 
of "legislative conditions" than the practical busi- 
ness men who are charged with the responsibility of 
legislating for and administering municipal affairs. 
Whatever value they, or the advocates of municipal 
ownership and operation, may attach to these condi- 
tions should be added to the cost price of municipal 
services to be shown in the report of this investigation 
by the United States Department of Labor." These 
intangible values cannot be determined by statistical 
methods, but they are as much a part of the cost of 
the service, and must be taken into consideration to 
explain prices charged by corporations, as the cost of 
coal or labor, to make comparisons equitable and fair 
between price cost to users and taxpayers for services 
rendered by private corporations, and the cost price 



'See appendix, page 302. 
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of the same services when rendered by municipalities. 

There is an eminently practical way in which the 
true value of these legislative conditions can be ascer- 
tained and utilized for the benefit of all the people. It 
can be accomplished by making legislative conditions 
for private corporations and for municipalities identi- 
cal, under a contract requiring the fixing of prices 
charged by private corporations at rates calculated 
to yield only sufficient income fully to pay all general 
expenses, fixed charges, including interest on the in- 
vestments, -taxation and depireciation, operating or 
manufacturing expenses, the cost of maintenance and 
a reasonable profit, say ten per cent. Such a con- 
tract will realize for the people the full value of the 
economic legislation suggested by Professor Adams 
when he says :' "It should be the purpose of all laws 
touching matters of business to maintain the benefi- 
cent results of competitive action while guarding so- 
ciety from the evil consequences of unrestrained com- 
petition." 

The investigation of water, gas and electric lighting 
works now undertaken by the United States Depart- 
ment of Labor on the lines herein indicated would 
result in the publication of statistics that will gerve as 
a reliable and just basis for comparison between price 

' See appendix, page 253. 
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and cost of services to users and taxpayers, when ren- 
dered by private corporations and municipalities. It 
should supply a reliable and just basis for compari- 
sons between the prices charged by private corpora- 
tions and the cost of service rendered by municipali- 
ties, and it should accompany these statements with 
explanations that will enable members of city coun- 
cils, municipal officers, users of the services and tax- 
payers, to form a correct opinion regarding the rea- 
sonableness of the price, or the cost of the service in 
their own municipality.' 

MUNICIPAL COST A REGULATOR FOR PRICES. 

Assurance is given by Professor Bemis,' that, 
"when the real success thus far of city ownership in 
this country is once generally known, a rapid in- 
crease in the number of such works is sure to come," 
and "that a thorough publicity can be given to the 
facts regarding municipal monopolies." ' 

In 1888, Professor Henry C. Adams called attention 
to the fact that,* "There is no need to discuss this 
question as something wholly new, or on the basis 
of theory alone; for we have at hand a sufficient num- 
ber of experiments from which to draw tenable con- 
clusions. * * * We may apply the experience 



iSee appendix, page 313. 
2 See appendix, page 270. 
* See appendix, page 282. 
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gained in a small way to the establishment of some 
general rule or principle. * * * Public owner- 
ship in some towns serves as a check upon the private 
management of the same industry in other towns. * 
* In the one case (water works) the public have a 
fairly satisfactory rule of judging what good manage- 
ment iSj which in the other case (gas works) is wholly 
wanting." ' 

At the same time Professor Knight stated,' "There 
are a sufficient number of specific examples (of munic- 
ipally owned works), in the United States, so that 
we may dispense with theory, if only we can get the 
requisite information concerning these specific cases." 

Since 1888, the number of examples has increased, 
in water works from 544 to 1,900; in gas works from 
5 to 25; in electric Hghting works from none to 400. 
The last figures in each case are estimated. The statis- 
tics sought in 1888' have not yet been obtained; there- 
fore, all the discussion, all the action, all of the harm 
done to private investments during these years has 
come as the result of developing a theory unsupported 
by facts. In the light of this statement, it is difificult 
to conceive of a service of more vital importance to 
the urban population of this country, and to the mu- 
nicipalities in which they have made their homes, than 

' See appendix, page 262. 
2 See appendix, page 264. 
' See appendix, page 257. 
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will be rendered by making this investigfation com- 
prehensive and accurate in every detail. No greater 
pubHc service can be performed by members of the 
City Councils and Municipal officers — especially those 
in cities or towns that own and operate any of these 
works — than by cordially co-operating with the 
United States Department of Labor in every desirable 
and practicable way in expediting this investigation 
so that its results may be available within the shortest 
possible period of time. There is not a Mayor, nor 
a City Council in the United States that has not time 
and again felt the urgent need of such statistics as 
this investigation is designed to gather and publish 
for the information of all the people.' There have been 
many cases where committees of City Councils have 
spent much time and money to secure data such as 
this, but have not been able to reach satisfactory re- 
sults. Private corporations have been compelled to 
sufjfer heavily in some instances, and generally to ex- 
perience much disquietude on account of erroneous 
opinions based on statements unsupported by facts, 
which could not be successfully controverted because 
of the impossibility of obtaining the facts from an im- 
partial source which would be accepted by all parties 
as authoritative.' In the broadest and best sense it is 



'See appendix, page 313. 
*See appendix, pages 297, 312. 



Digitized by Microsoft® 



246 PRIVATE ACCOUNTS. 

to the interest of the people, of municipal ffovern- 
ments, and of public service corporations to welcome 
this investigation and assist its successful prosecu- 
tion in every way that comes within their respective 
spheres of action.' This is especially true because 
it will cause existing municipal works to perform 
a new function of national importance. Municipal 
cost will become a regulator of price. 

The cost of services under municipal ownership 
and management, ascertained and published as de- 
scribed, will become a regulating force in determining 
the price for services that will be agreed upon as rea- 
sonable to be charged by private corporations ■ every- 
where throughout the country. If this were the only 
purpose of the investigation, no interest touched by 
it could afford to permit it to fail or even to be 
hindereB. 

SECRECY OF PRIVATE ACCOUNTS. 

It will be noticed that no reference has been made 
to the cost to private corporations of the services ren- 
dered by them. Such an inquiry is not necessary for 
the purpose of determining a reasonable price to be 
charged for the services when the cost of services to 
municipally owned and operated works is made the 
basis for comparisons with prices charged by private 



1 See appendix, page 302. 
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corporations.' In order to leave nothing undone that 
can be done to render this investigation of the high- 
est importance and value, I understand it is the in- 
tention of the United States Department of La'bor to 
investigate the cost of services to private corporations 
in the same form it uses for the investigation of munic- 
ipal works." In discussing this point, Mr. Barker 
says :" "The Massachusetts law which compels com- 
panies to exhibit exhaustive data, * * * couples 
with the power to collect data, the power to protect a 
company against unreasonable exactions by the mu- 
nicipality and to preserve its territory against the in- 
roads of rival concerns." 

There is, of course, no national law of this charac- 
ter, but I learn that the United States Department of 
Labor will guarantee, as it always does, that the in- 
formation given shall not be used in a way to enable 
any one to trace it to the municipality of its origin. 
This fact will be relied upon to secure from them an 
unhesitating response to the inquires necessary to be 
made in investigating this branch of the subject. 

A CHANGE OF SYSTEM RECOMMENDED. 

One cannot make an exhaustive examination of 
thi^ subject without reaching the conclusion that the 
mistakes of the past and the antagonism to private 



' See appendix, page 309. 

2 See appendix, page 311. 
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corporations eng-endered by them grow out of the 
attempt to regulate prices by force — the force of com- 
petition — instead of basing them on the cost of pro- 
duction." The experience gained demonstrates the 
fact that the principles and methods of competition 
cannot be applied to public service industries. They 
must be protected and regulated as monopolies." Pro- 
fessor Adams has well said :' "The end of criticism is 
construction. Its service should be to point out the 
way in which men may avoid the recurrence of mis- 
takes disclosed." The evils complained of with so 
much justice, on the part of the people and of private 
corporations, result from the existing system.' They 
cannot be eradicated in the best way without changing 
the system. What this change should be, its general 
direction and form, and the reasons for recommending 
it, are fully stated in the discussion of the economic 
principles involved in "The Law of Incorporate^ 
Companies Operating Under Municipal Franchises." ° 
Tliat State which first succeeds in intelligently chang- 
ing its system, or want of system, of organizing and 
controlling municipal, political and industrial corpo- 
rations, by adopting a system in conformity with the 
outlines therein given, will soonest establish the con- 



•See appendix, pages 255, 256, 257. 
^See appendix, page 269. 
' See appendix, page 257. 
< See appendix, page 269. 
s See appendix, page 320. 
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ditions that will induce the greatest degree of pros- 
perity and well-being for its municipalities and their 
inhabitants; so conditioned and so controlled, munic- 
ipal, industrial monopolies will become the friends 
and servants of the people, and will render the best 
services of which they are capable at the lowest ob- 
tainable cost to users. This result is predicted with 
undoubting confidence because the prediction is based 
on a well known fact of human nature. The desire 
for a good, joined with a reasonable expectation of 
attaining it, rather than fear and apprehension, are 
the forces that quicken the energies of men to their 
best endeavor.^ The system recommended is based 
upon the utilization of the economic value of the en- 
ergy of hope applied to the production of the means 
of supplying municipal public services. Those whose 
only desire it is to secure the best services at the low- 
est price for users and taxpayers, will see that their 
object can be gained in the way indicated.' 



' See appendix, page 253. 

' See appendix, pages 251, 276, 280, 285, 302. 
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The following- extracts show the best thought of 
able teachers of political economy, of widely known 
writers and speakers upon the general subject of mu- 
nicipal industrial public services, upon the organiza- 
tions by which such industries may be best carried 
on; the efforts made to obtain reliable statistics by 
which to test theories and to guide public policy; the 
difficulties met with in undertaking statistical inves- 
tigations of the subject; and a wide spread and urgent 
demand for information that all parties to the contro- 
versy of private vs. municipal ownership and opera- 
tion can accept as broadly comprehensive, impartial, 
and authoritative. A careful reading of these extracts 
will lead any interested mind to the conclusion that 
no work of greater importance can now be undertaken 
by the United States Department of Labor, than that 
of making a complete and thorough investigation of 
all works, private and municipal in this country, en- 
gaged in supplying water, gas and electricity for the 
public and private uses of the people. 

250 
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EXTRACT FROM PUBLICATION OF THE AMERICAN 
ECONOMIC ASSOCIATION. 

The first publication of the American Economic 
Association on this subject (1886) is a monograph by 
Edmund J. James, Ph. D., under the title of "The 
Relation of the Modern Municipality to the Gas Sup- 
ply." ' Professor James summarizes his conclusions 
as follows: 

1. A good supply of pure and rich gas at low prices 
has become an absolute necessity of life in our mod- 
ern city. 

2. The technical and administrative conditions of 
the manufacture and distribution of gas, make the 
business a practical monopoly. 

3. We must choose, then, between a monopoly in 
the hands of private parties and municipal ownership 
and operation. 

4. No one proposes to hand over the business to 
a private monopoly without at least an attempt to 
regulate it in the interest of the public. 

5. The common argument against the public man- 
agement that it is necessarily more expensive than 
private management, is not well grounded, either in 
reason or fact. 

6. The argument that if private works manufacture 
the gas they will not take part in politics in such a 



1 Publications of the American Economic Association, Vol. I., 
Nos. 2 and 3, 1886. 
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way as to bring about the results inevitably connected 
with public works, is not well taken. 

7. This action in politics is very evident by its 
fruits, since no country in the world has been able to 
secure effective supervision, which has not at the 
same time been fully able to manage the works 
through the government. It is idle to expect to be 
able to keep the companies within bounds. 

8. The business of furnishing a necessary of Hfe 
which can be carried on only in the form of a monop- 
oly, is never safe in the hands of a private company. 

9. To continue the farce of allowing competition 
to regulate prices simply means that good and cheap 
gas is forever impossible. 

10. The conclusion of the whole matter is that the 
best form of management of the gas industry is the 
public one, and that, if for any reason it is not re- 
sorted to, the community is constantly suffering a 
serious loss and that too, no matter how successful 
the business may seem to be in private hands. 

The monograph of Professor James, which attracted 
world-wide attention, was followed in 1887 with a 
monograph by Henry C. Adams, Ph. D., Statistician 
to the Inter-State Commerce Commission, under the 
title of "Relation of the State to Industrial Action." ' 



'Publications of the American Economic Association, Vol. I- 
No. 6, 1887. 
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The marked ability with which Professor Adams 
discussed his subject is clearly shown in the following 
selections from his paper. They cannot fail to arrest 
the attention and deeply impress every thoughtful 
mind: 

It should be the purpose of all laws touching mat- 
ters of business, to maintain the beneficent results of 
competitive action while guarding society from tjie 
evil consequence of unrestrained competition. 



There is no presumption for or against either the 
one or the other in itself considered, for both are es- 
sential to the development of a highly organized so- 
ciety, and the purpose of constructive thought should 
be to maintain them in harmonious relations. It is 
the future and not the past that claims the attention of 
men. It is hope and ambition, rather than fear and 
apprehension that move the energies of men. We 
should not forget that the material progress of the 
Nineteenth Century is in a large measure due to the 
mobility of action which the idea of equal rights be- 
fore the law brouglit into modern life. 



Whenever the conditions for competitive action 
are maintained, society has a guarantee that goods 
will be produced at the lowest possible cost. 



An industrial monopoly may be defined as a busi- 
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ness superior to the regulating control of competi- 
tion. 



The distrust with which monopolies are universally 
regarded arises from the fact that the public is de- 
prived of its ordinary guarantee of fair treatment, so 
far as it must have dealings with them. 



The rule of private financiering is to maintain the 
price of goods or services at the highest price which 
has no tendency to curtail profitable business. * * 
* The only guarantee against exorbitant rates lies 
in the fact that purchasers are free to choose from 
whom they will buy. 



The rule of public financiering is to render services 
at the lowest price consistent with effective service. 
Price equals cost. * * * The guarantee that 
price will not be more than cost of production, includ- 
ing salaries of ofificers, lies in the publicity of accounts, 
and in all that goes to make up efficient service. 



There are many industries which, from their nature, 
are monopolies and cannot, therefore, be safely con- 
signed to the guidance of the rule of private financier- 
ing. It is certainly absurd to say that a business su- 
perior to the regulating influence of competition, con- 
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ducted according to the principle that the highest 
possible price should be demanded for services ren- 
dered, can be managed in a spirit of fairness to the 
public. Such a business ought to be made to conform 
to the rule of public financiering, but the common 
prejudice aroused by the teachings of laissez-faire ren- 
ders this difficult of accomplishment. 



So long as public opinion holds to the presumption 
in favor of private management, and, as a natural 
consequence, refuses to enter upon a candid analysis 
of the nature of industries for the purpose of discover- 
ing which of them may be safely consigned to the 
guidance of competition, large numbers of private 
monopolies will be maintained. 



Bastiat is right when he speaks of the interest of 
the consumer as identical with the "social interest," 
in so far as this question of monopolies is concerned; 
for it is only when we regard the problem from the 
point of view attained by considering the collective 
interest of society, that we can secure a just apprecia- 
tion of the relations of government to business activ- 
ity. 

The practical conclusion is that society should be 
guaranteed against the oppression of exclusive privi- 
leges administered for personal profit, while at the 
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same time it should be secured such advantag-es as 
flow from concentrated organization. I do not at pres- 
ent undertake to say whether this should be done 
through carefully guarded franchises, through official 
cdmmissions, through competition of the State with 
private industries, or through direct governmental 
management; but in some manner this purpose should 
be accomplished. 



Such monopolies as exist should rest on law and be 
established in the interests of the pubHc. 



The struggle for superior success in these businesses 
(those subject to the law of increasing returns) is a 
struggle to depress the cost of rendering services 
rather than to raise prices for services rendered. 



If it is for the interest of men to combine, no law 
can make them compete. For all industries, therefore, 
which conform to the principle of increasing returns, 
the only question at issue is, whether society shall 
support an irresponsible, extra legal monopoly, or a 
monopoly established by law and managed in the in- 
terest of the public. In this latter way may the bene- 
fits of organization in the form of monopoly be se- 
cured to the people and in no other. 



If this essay have any merit, it consists in its candid 
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recognition that the science of industrial society has 
not rendered to humanity the highest service of which 
it is capable until its analysis of social relations dis- 
covers some principle for the guidance of legislation 
in directing or eliminating competitive action. 



The theory of democracy, in addition to urging that 
power should only be placed in the hands of respon- 
sible agents, demands that all powers granted should 
lie as closely as possible to those upon whom they are 
exercised. This is equivalent to saying that local 
governments are the stronghold of democracy and that 
they who profess to believe in democracy should come 
to the defense of the States against encroachments 
upon their original powers. 



These (monopolies), it is claimed, should be con- 
trolled by state authority and it is suggested that the 
American theory of political liberty will lead men to 
rely as far as possible upon the efficiency of local gov- 
ernments in the exercise of such authority. When 
one considers the present attitude of private corpo>- 
ratiqns tOAvards the public, and the relation which exv 
ists between the Federal Government and the State 
Government, he is constrained to say that the time 
is ripe for the rise of a democratic party. 



The end of criticism is construction, and its service 

17 
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should be to point out the way in which men may 
avoid the recurrence of mistakes disclosed. 



AN UNSATISHACTORY INVESTIGATION. 

In January, 1888, the American Economic Associa- 
tion published a report made by its special committee 
on Public Finance on "The Relations of Modern Mu- 
nicipalities to Quasi-Public Works." 'This committee 
was composed of Professor Henry C. Adams, Chair- 
man, University of Michigan, and Statistician to the 
Inter-State Commerce Commission; Professor 
George W. Knight, Ohio State University; Professor 
Davis R. Dewey, Massachusetts Institute of Tech- 
nology; Mr. Charles Moore, Editor Evening Journal, 
Detroit, Michigan; Professor Frank J. Goodnow, Co- 
lumbia College, New York; and Professor Arthur 
Yager, Georgetown, Ky. In his letter of transmittal 
the Chairman, Professor Adams, says : 

Your committee have, during the past year, turned 
their attention to an investigation of the relation of 
the modern municipality to certain businesses of a 
quasi-public nature. It may be well to say frankly a;t 
the outset that the result of their investisration is to 
them the occasion of grave disappointment. It was 
their desire to make a full and complete portrayal of 

1 Publications of the American Economic Association, Vol. II., 
No. 6, 1888. 
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the facts pertaining to municipal public works in the 
United States. This they soon discovered was im- 
possible. To say nothing of the time which such a 
task would have required for its satisfactory comple- 
tionj the money at the disposal of the committee was 
not adequate to the needs of so extended an investiga- 
tion. The Association must have funds with which 
to endow investigation or its so-called reports will 
be nothing more than the theorizing of individual 
members; and this, your committee understand, is the 
one thing against w'hich the Association has set its 
face. 

The first part of the report is — 

A paper on the Relations of Municipal Government 
to Public Works in the United States. This may be 
regarded as the general report of the committee. Al- 
though thrown into shape by the Chairman (Professor 
Adams), it is the result of the work of the entire com- 
mittee; nor could the facts, meager as they are, have 
been gathered without the courteous assistance of 
many gentlemen besides. 



The object of this paper is twco-fold. First to im- 
press the fact that industries ol the nature considered 
are superior to the satisfactory control of competition. 
Second, to show how far this fact has been recognized 
by municipal authorities, and what means they have 
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adopted to gfuard the people against the abuse of cor- 
porate power. 



In its report, the committee, through its Chairman, 
says : 

The first purpose held in view was a very simple 
one. Your committee undertook to learn how far 
municipal authorities understand the nature of these 
industries with which they are called upon to deal. 
Are they aware that in granting charters for water 
companies, gas works and street railways, they are 
gran'tjing dharters for business whidh, in the very 
nature of the case, are supei"ior to competitive con- 
trol; and, in so far as they have recognized this fact, 
upon what principles have they relied to guard the in- 
terests of the public against the enervating influences 
of established monopolies? In entering upon this in- 
vestigation it was quickly discovered that the facts 
sought had never been gathered, and nothing, there- 
fore, remained but to apply directly to the municipal 
authorities. With this end in view a circular was p.re- 
pared by means of which it was hoped to learn the 
attitude of cities with regard to productive property of 
the sort which has been described. 



In drawing up this circular, your committee recog- 
nized three ends to be attained. First, it was desired 
to learn how far cities were proprietors and managers 
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of any of the businesses mentioned. Second, in casie 
the enterprise had been placed in the hands of private 
companies, information was sought respecting the 
nature and extent of the authority retained in deter- 
mining rates and directing management, and third, in- 
quiry was made respecting the nature of the taxes im- 
posed upon this species of property. Was it subject to 
ordinary taxation only, or imposed with special du- 
ties in return for the special privileges enjoyed. 



With regard to the first question, a marked differ- 
ence was discovered between the policy of municipali- 
ties in the management of water works on the onie 
hand, and of gas works and street railways on the 
other. So far as we were able to discover, no city in 
this country has ventured upon the ownership and 
management of street railways; five cities only are 
proprietors of gas works — Philadelphia, Richmond, 
Danville, Wheeling and Alexandria, Va. — ^but there 
are 544 towns in the United States proprietors of 
water works." (No miention is made of electric light- 
ing plants. This was in 1888, before such plants were 
in general use.) 

There is no need to discuss this question as some- 
thing wholly new, or on the basis of theory alone; 
for we have at hand a sufficient number of experiments 
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from which to dfaw tenable conclusions. With re- 
gard to the problem of municipal proprietorship we 
may proceed, as we have always been accustomed to 
proceed, in the presence of any proposals for a reform 
in government; that is to say, we may apply the ex- 
perience gained in a small way to the estabhshment 
of some general rule or principle. 



In the second place, a comparison of the manage- 
ment of gas works with the management of water 
works in this country, seems to warrant the conclu- 
sion that public ownership in some towns serves as a 
check upon the private management of the same in- 
dustry in other towns. It is generally admitted that, 
on the whole, the administration of water works is 
subject to fewer criticisms than that of lighting works, 
and there is reason for believing that this is in part 
due to the fact that in the one case the public have 
a fairly satisfactory rule of judging what good man- 
agement is, which in the other case is wholly wanting. 
There is something to be said in favor of the thought 
that a mixed system, such as exists in the business 
of water wOrk supply, is perferable to a system of uni- 
versal control by either public or private corporations. 



And lastly, it is worth mention, that the opinion to 
which we come with regard to the policy of municipal 
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proprietorship, will of necessity determine our views 
upon the question of local indebtedness. Before any 
successful administration of public works by munici- 
pal authorities can be expected, it will be necessary 
for the people of this country to become more familiar 
than they now are with the principles of the science of 
finance. 



In discussing questions pertaining to the fixing of 
rates to be charged by private companies, this report 
very wisely says: 

It is impossible for a Board of Aldermen, or a 
legislative body, to determine a rate that will be fair 
to both the public and the corporation. This can 
only be done by men who have had long familiarity 
with the details of the business. 



The report closes with the following statement: 
This general subject of the relation of municipal 
government to water works, lighting works and street 
railways is certainly pertinent to the times in which 
we live. Your committee have been somewhat dis- 
couraged in their endeavor to gather facts sufificiently 
comprehensive and reliable for safe generalization; 
they have, however, succeeded in impressing upon 
themselves the magnitude and complexity of the ques- 
tion. 
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Professor George W. Knight, of the Ohio State 
University, to whom was assigned the special subject 
of water works, made an informal report in a letter to 
Professor Adams, the chairman of the committee, un>- 
der date of February ist, 1888, which is given in full 
in the publication mentioned. In this letter Professor 
Knight says: 

Any study or report worthy of publication by the 
Association as coming from the committee, must, as 
you have urged in the preliminary report, be based 
on observed facts, not on theoretical speculations. 
There are a sufiEicienit number of specific examples in 
the United States, so that, we may dispense with 
theory, if only we can get the requisite information 
concerning these specific cases. 



In the report on water works the main and ultimate 
question to be answered is, "What are the comparative 
efficiencies of public and private control of water 
works systems in our cities?" What a faint light the 
statistics, which the committee gathered by its joint 
labors, throw upon this, you know full well. 



In order to get hold of the necessary data I have 
sent scores of letters and inquiries, the majority of 
which have been entirely or partially unanswered. 
Perhaps a score of cities are in hand with satisfactory 
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data; others with but partial and incomplete figures. 
To base a general report for the United States upon 
the studj' of that number of cities is absurd since it is 
"observed facts, not theoretical speculations," that are 
desired. 



I have pu't a report on my subject into two or three 
shapes, but in no case have I reached anything in 
the way of final and authoritive results. The 3ata are 
lacking, and a report made now would be nothing 
but a study of a few cities, and I am not certain that 
any of its results would hold good for the same num- 
ber of cities elsewhere located. As I cannot beUeve 
that the Association desires to receive, or the com- 
mittee to make, a partial or unreliable report on this 
important subject, I feel that the only thing to do 
is to report the situation and continue the investiga- 
tion. 

STATISTICS AS A MEANS OF CORRECTING CORPORATE 
ABUSES. 

Continuing his discussion of the general subject. 
Professor Henry C. Adams read a paper before the 
American Economic Association, Washington, D. C, 
December 26-30, 1890, under the title of "Statistics 
as a Means of Correcting Corporate Abuses, '"in which 
he said : 



^Report of the Proceedings of the American Economic Asso- 
ciation, at the fourth annual meeting, Washington, D. C, Decem- 
ber 26-30, 1890, p. 73. 
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"Federal and State governments are accustomed to 
require from corporations comprehensive reports. 
* * * The tendency toward the, increasing publicity 
of corporate management is a healthful tendency, and 
one that should meet the approval of all who fear the 
tyranny of irresponsible corporations on the one hand, 
and the tyranny of any government imposed with ex- 
tended industrial functions, that can be established in 
the United States, on the other." 

Wishing to see his presentation of the subject take 
definite form, Mr. Allen Ripley Foote ofifered the fol- 
lowing:' 

Resolved, First, that a committee be appointed to 
designate the divisions of accounts, and the items to 
be included in each, that should be kept by corpora- 
tions performing quasi-public services. 

Resolved, Second, that said division be so made 
that the efifect of each essential economic factor will be 
shown, to the end that correct statistics may be ob- 
tained through a uniform method of accounting, as a 
basis for intelligent economic discussion and legisla- 
tion." 

As the time of the Association did not admit of a 
discussion upon these resolutions, Mr. Foote trans- 
mitted them to the members of the Association em- 



iReport of the Proceedings of the American Economic Asso- 
ciation, at the fourth annual meeting, Washington, D. C, Decem- 
ber 26-28, i8go, p. 78. 
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bodied in a short explanatory paper, in which he 
said:' 

If the economic advantages obtained by a com- 
munity through the price paid for a service is to de- 
cide the poHcy of municipal ownership of industries, 
then those who advocate private ownership must ac- 
cept the issue on this basis, and be ready to show that 
they can and will perform the same service, for the 
same price, that a community pays for it under mu- 
nicipal ownership and administration. 

A condition precedent to the settlement of this ques- 
tion is an agreement on what constitutes cost of serv- 
ice under municipal ownership. It was to establish 
this agreement that I ofiFered the resolutions quoted. 

We must first agree on what items constitute cost, 
then we must see to it that these items are honestly 
included in all statements of cost. This done, we are 
in a position to take intelligent action, and may then 
award the contract to the municipality or to private 
enterprise, whichever, in the light of these facts so 
obtained, may appear to be to the best economic ad- 
vantage for the greater number of people; those who 
toil and are poor. 

Assuming that no economist will take issue with me 
regarding this fundamental basis for an agreement, I 

1" Municipal Ownership of Industries," by Allen Ripley Foote, 
transmitted ' ' To the Members of the American Economic Asso- 
ciation," from Washington, D. C, January 2, 1891. 
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will advance one step further and claim, until such a 
basis is agreed upon and the accounts are made in 
accordance with its requirements, there should be a 
suspension of judgment and action. By adhering to 
this policy all parties will not only avoid the liability 
to get into positions from which they will have to re- 
cede when statements of cost are correctly made, but 
large invested interests will cease to sufifer from at- 
tacks that would not be made if those who utter them 
were better informed. 

Whose cause the truth will not serve is lost. That 
truth may be estabHshed, no statement of demon- 
strable facts should be made without an analysis of 
the conditions to show that the conclusion reached is 
correct. I look upon statistics as being as potent a 
means for correcting the abuse of corporations as for 
correcting abuse by corporations. To sustain myself 
in opposing the principle of governmental ownership 
of industries, in whatever form it may take, I invoke 
the same power as do those who favor that principle. 

MUNICIPAL OWNERSHIP OF GAS. 

Professor Edward W. Bemis, then of Vanderbilt 
University of Nashville, Tenn., now Professor of 
Political Economy in the Kansas College of Agricul- 
ture, read a paper before the Fourth Annual Meeting 
of the American Economic Association, Washington, 
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D. C, December 26-30, 1890, under the title 01 
"Municipal Ownership of Gas in the United States." 
This paper was afterward greatly amplified by Pro- 
fessor Bemis, and published as a monograph by the 
association.* 

In this monograph Professor Bemis sums up the 
advantages derived from the municipal ownership and 
operation of gas works as follows: 

I. The financial benefits to the community are in 
the shape of cheaper gas, or more revenue to the 
municipality. 



2. Public ownership of natural monopolies, like 
gas and waterworks, whose very nature compels them, 
if in private hands, to be in politics, is likely to dimin- 
ish political corruption. 



3. The greater inducement thereby presented to 
public spirited or able citizens to take a part in politics. 



4. Municipal ownership of a natural monopoly has 
no logical connection whatever with public entrance 
into competitive industry, such as cloth or bread 
manufacture. 



5. The argument that cities can manage gasworks 

"^Publications of the American Economic Association, Vol. VI., 
Nos. 4 and 5, 1891. 
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successfully because they have succeeded with water- 
works, has been frequently made and has force. 

6. It is to be hoped that cities may be enabled to 
dispense with the present necessity, for revenue pur- 
poses, of charging much more than cost for gas. 



Never before has the desire for accurate facts and 
principles in regard to city ownership of gasworks in 
this country been so great as now. 



Nine cities in the United States now own their own 
gasworks. 

The present decade will probably see the doubling 
of the number of city-owned gas plants in this coun- 
try. 



When this great profit in gas and the certainty that, 
so far from being displaced by electricity, gas is 
greatly helped thereby, * * * is understood, and 
when the real success thus far of city ownership in 
this country is once generally known, a rapid increase 
in the number of such works is sure to come. 

PRICE MUST BE A REASONABLE COMPENSATION FOR 
SERVICES PERFORMED. 

In 1892 Mr. Allen Ripley Foote wrote a discussion 
of the economic principles involved as an introduc- 
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tion to "The Law of Incorporated Campanies Op- 
erating under Municipal Franchises. ' " 
In the course of this discussion it is said: 
When a service is public, the price should be fixed 
by an authority superior to both buyer and seller, 
a power that can adjudicate all causes of action be- 
tween them. There is one limitation upon the power 
of regulation. The limitation is, that price fixed shall 
be a reasonable compensation for the service per- 
formied. A compensation that will not cover the 
necessary expenses and a reasonable profit is not 
reasonable. Any enforced co^mpensation that is not 
sufficient for these purposes is an act of robbery. The 
determination of a reasonable price is a judicial, not a 
legislative act. That it may be judicial, it must be 
passed upon by those who have no interest in the 
case, and who have access to all the facts necessary 
to enable them to arrive at a correct conclusion. 



Under the direction and control of the State, as 
herein indicated, an intelligent observance of the 
economic law of labor and property will settle, in con- 
formity with the requirements of justice, all the com- 
plex and variable questions that grow out of the re- 
lations and dealings between industrial corporations 

i"The Law of Incorporated Companies Operating under 
Municipal Franchises." In three Volumes. Robert Clarke Co., 
Cincinnati, Ohio. 
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and the public or private users of the services they 
render. Under suchi conditions, municipaHties can 
secure ample services for all needs at the lowest ob- 
tainable cost to users, without the investment of a 
single dollar collected by taxation or the assuming of 
a responsibility of any kind. Under the conditions 
specified, these services will be rendered at a less price 
to users than the cost of production under the owner- 
ship and management of municipal political corpora- 
tions. This statement is based ,upon t'he known 
economic value of self-interest when intelligently 
utilized. 

MUNICIPAL WATER WORKS. 

The discussion of the advantages of municipal 
ownership and operation of industrial public service 
works was continued before the American Economic 
Association in 1893, by Mr. M. N. Baker, Editor of 
Engineering News, of New York City, inapaperunder 
the title of "Municipal Ownership of Water 
Works." ' 

In this paper Mr. Baker directs attention to the 
fact that, on account of the number of works of 
both classes privately and municipally owned anld 
operated, a study of the facts of experience in this 
direction will furnish satisfactory data for a correct 
solution of the problem. He says: 



^Publications of the American Economic Association. Vol. 
Vm., No. I, 1893. . 
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Water works afford the best subject for the study 
of the municipal ownership of public works, because 
at the close of 1890, of 1,878 works in the United 
States, 8c6, or 48 per cent., were owned by cities, 
while practically all other natural monopolies have 
been given over to private companies. 



The average rates charged private consumers by 
480 companies, as shown by the "Manual of Ameri- 
can Water Works" for 1889-90, were 43 per cent, 
higher than those charged by 318 cities for the same 
service. A large part of this difference is due to the 
fact that many cities charge low rates, and make up 
the deficiencies in, cost of service by general taxation. 

AN INVESTIGATION BY THE UNITED STATES DEPARTMENT 
OF LABOR. 

The most important undertaking that has ever 
been entered upon to secure authoritative data re- 
garding the relative economic advantages of private 
and municipal ownership and operation of water, gas 
and electric lighting works is now in process of de- 
velopment, under the auspices of the United States 
Department of Labor. To show how this investiga- 
tion came to be undertaken, the understanding of the 
difficulties in the way of its complete success, the 
methods it is thought necessary to employ properly 
18 
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to conduct it, the objects sought, and the importance 
with which the work is regarded, the following ex- 
tracts have been made from an ofificial report of the 
"Proceedings of the National Association of Ofificials 
of Bureaus of Labor Statistics in the United States." 
These extracts merit thie ciareful situdy of every 
Mayor and member of a City Council, of every Gov- 
ernor and member of a State Legislature, and es- 
pecially of every person who has occasion to write or 
speak upon the subject of municipal ownership of in- 
dustrial, public service works. 

EXTKACTS FROM PROCEEDINGS OF THE NATIONAL ASSOCIA- 
TION OFFICIALS OF BUREAUS OF LABOR STATIS- 
TICS IN THE UNITED STATES. 



Twelfth Annual Convention, 1896. 

Hon. Carroll D. Wright, President, Commissioner 
of the United States Department of Labor: 

At the convention held in Minneapolis it was voted 
that the executive ofificers of this Association be 
authorized to invite at our next annual meeting some 
of the leading representatives of the economic schools 
of thought:, at their own expense, to appear before us 
and give their views as to what fields of investigation 
the Bureaus of Labor might best exploit for the benefit 
of the social and economic advancement of bur Ameri- 
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can life. 'In accordance with this vote of the conven- 
tion, the Executive Committee, at a meeting held at 
Harrisburg, passed the following resolutions: 

"That the Executive Committee recommend to the 
convention the question of investigating the munici- 
pal ownership of water, gas and electric light plants, 
this investigation not to be considered for or against 
municipal ownership, but for the purpose of ascer- 
taining all the facts bearing upon the question." 

The question before the convention for discussion, 
therefore, is, as stated, "How best to investig-ate the 
subject of the municipal ownership of water, gas and 
electric light plants," and I wish to state that unless 
the convention orders otherwise, the chair will rule 
in the course of the debate that discussion or argu- 
ment for or against municipal ownership is not in 
order, the question being simply as to method and the 
practicability of making an investigation. It is for 
the convention to decide by its vote, after the dis- 
cussion, whether it will commit itself to the investi- 
gation, and not to commit itself to the question for or 
against municipal ownership, this not being in the 
province of the convention. 

Professor Walter F. Wilcox, of Cornell Univer- 
sity: 

We who are primarily interested in forces of princi- 
ples are finding that to discover them, we need a 



Digitized by Microsoft® 



276 OFFICIALS OF BUREAUS OF LABOR. 

firmer grip on facts; you who are primarily mterested 
in the facts are finding-, I take it, that to bring your 
facts together, you need theories, or at least hy- 
potheses. 

The municipal ownership of water, gas and electric 
light plants is one of the most important questions 
now before our cities and towns, and apparently des- 
tined to attract yet more public attention in the im- 
mediate future. I can hardly think of a subiect on 
which light is more needed by the public, and I hope 
the 'investigation projected twill' be tlaken up and 
carried through to a successful conclusion. 



There is one phase of the subject to which the 
statistical method seems especially adapted, viz.: the 
question of the relative economy of private and mu- 
nicipal plants which costs the community more for the 
same service, a plant of a private corporation or a 
municipal plant? This question is hotly argued by 
the two sides, and the evidence of impartial experts 
like the labor bureaus is sorely needed. I asisume 
that this is the main question proposed by the Execu- 
tive Committee. 



Society is now groping for some effective means of 
regulating prices and securing the best services within 
the field of these so-called natural monopolies. 

The aim of a municipal plant is primarily to satisfy 
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the voters, and in subordination to that, to be self- 
supporting or remunerative. The aim of a private 
plant is primarily to earn money for the corporation 
and in subordination to that, to please the patrons. 
Hence the management of a municipal plant is 
tempted to make it appear that the plant is remunera- 
tive, by twisting the figures if necessary, and at the 
same time be lavish with the light, as a means of se- 
curing the favor of the voters. On the other hand, 
the management of a private plant is tempted to keep 
its financial condition secure, or to represent it un- 
favorably to the public, in order to prevent competi- 
tion or municipal interference. Hence, I believe that 
in a large proportion of instances the facts will be 
difficult or impossible to ascertain. 



Finally, and this seems to me the gravest difficulty, 
is it true that cities on the one hand, or private com- 
panies on the other, keep their accounts by any ap- 
proximately common method? Is it not true, on the 
contrary, that they differ from one another much 
more widely than the Bureaus of Statistics of Labor 
do in their accounts, as indicated in the reports of 
yesterday, and when in addition to these differences 
you have the desire to conceal or mislead, will it be 
possible, even with expert help, to unravel the facts 
and present them in a form admitting comparisons? 
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The second point I am asked to consider is the 
methods to be employed. Now, it is a statistical 
commonplace with which you are all famiHar, that 
the success of any investigation is largely dependent 
upon the knowledge and care with which it is planned. 
The plan cannot be made at once, or in a few days. It 
cannot be handed to you by anyone outside your of- 
fices. You, yourselves, must formulate it after long 
and careful considerations of all the conditions. 



On this subject a few suggestions may be made. 
The three topics should, I believe, be kept sharply 
distinguished in your investigations. I should prefer 
even to see three investigations rather than one, pro- 
vided such a method is equally practicable from the 
administration side. My reasons are that the tech- 
nology of the three subjects is so different that differ- 
ent experts would be needed, and also that the argu- 
ments regarding municipal ownership are extremely 
different in the various cases. 



In attempting to fix cost of producing a standard 
gas or electric street light (and what such a standard 
light is would call for definition), it must be remem- 
bered that the cost varies not merely with the cost of 
the materials, but also with the number of lights, and 
so the cost of distribution, with the manner in which 
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the lights are put up, with the length of the contract 
entered into by the City, anH with the other forms of 
municipal or private service made possible by the con- 
tract. 

The influence of municipal ownership of gas and 
electric lighting plants upon the price of light and 
power to consumers must be carefully investigated. 
The corporate interest of the municipality cannot be 
so separated from the sum of the individual interests 
of its citizens, as that an arrangement which secures 
cheap and good services to the municipality, but en- 
tails dear or poor service to the citizens is to be de- 
sired. The income from gas companies from munici- 
pal lighting is on the average perhaps ab6ut one- 
sixth of their total income from lights. It should be 
ascertained whether municipality owned gasworks 
render this service to citizens as cheaply and well as 
private coriipanies do. 



The condition at the present time is of less im- 
portance than the changes now in progress. Munici- 
pally owned waterworks now have a history in this 
country, and it might be profitable to investigate that 
history, to ascertain when waterworks were intro- 
duced in each municipality, what changes in the form 
of ownership or administration have been, introduced, 
and what were the causes of such changes. A similar 
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investigation into the various forms of public control 
or supervision of gas and electric lighting plants would 
also be of much value to students of the subject. 



It is possible that specialists in one or another of 
these fields might aid you in your wrork, by contribut- 
ing notes or suggestions, or answering questions that 
arise in the course of your investigations. * * * Of 
course the teachers of economics are not experts in 
any of these fields and this suggestion is not made in 
their behalf. 



In electric lighting plants you may frequently find 
both water power and coal employed, the latter to 
supplement the former. To separate these two 
sources of power will be diflScult and yet necessary to 
the completeness of the investigation. 



It is often alleged that the condition of laborers 
employed by a municipality is better in many ways 
than the condition of laborers employed by a private 
corporation to render the same services. This claim 
has been of weight in favor of the recent considerable 
extension of municipal functions abroad. On the 
other hand, it is asserted that even if the wages, the 
hours of labor, and the conditions of the'employed are 
more attractive, the tenure of position is much less 
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secure. Your investigation should not overlook these 
conditions. 



In conclusion, I may venture to say that even if 
your results should prove to be mainly negative, they 
will be found of value. It is certainly highly desirable 
that the community should know what system pro- 
duces the best results, and if you should find, as you 
may, that no definite answer to the question can be 
obtained, this fact would stimulate the demand for 
more uniform bookkeeping by the cities and by pri- 
vate companies holding quasi-public franchises and 
might lead to legislation upon the subject. 



Professor Edward W. Bemis, formerly of Vander- 
bilt University of Nashville, Tenn., then of the 
University of Chicago, and now Professor of Political 
Economy in the Kansas College of Agriculture: 

The investigation is most germane to the work of 
your bureaus, since the wage-workers, in whose in- 
terest you are especially working, are most deeply 
concerned in cheapening these necessaries of life, and 
equally concerned in securing such a relation to them 
on the part of our municipalities as will best develop 
civic pride and good government. Both results are 
likely to follow a wide dissemination of the actual facts 
on this much discussed subject. Further, it is only, I 
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believe, through State bureaus organized and con- 
trolled in some measure by the forces of organized 
labor and the masses of the people, that a thorough 
publicity can be given to the facts regarding our 
municipal monopolies. 



Surely the pnly alternative to public ownership is 
the fullest publicity as a basis for wise public regula- 
tion. Publicity is also important in furnishing data 
from which to judge whether public or private owner- 
ship gives the best results. 



No private investigation can take the place of a 
public one, since we not only need to know the facts 
about present city-owned monopolies, but we ought 
to be able to compare the various items of cost, such 
as labor, salaries, raw material, etc.; in these, with 
corresponding items in private plants, of similar size 
or at least with the average of a few such plants. The 
facts for such a comparison can only be secured by a 
public statistical bureau that has already gained the 
confidence of business men by its suppression of the 
names of reporting corporations when it gives details. 



Municipal bookkeeping is often poorly done or 
does not reveal all the desired facts, while private 
companies are secretive. Personal visitation is abso- 
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Ititely essential to success. Too much emphasis can- 
not be placed upon this point. 



In the case of waterworks, such items as number of 
taps and gallons of water used per family, the number 
of hydrants, the estimated amount of total private con- 
sumption, the receipts of_the same per i,ooo gallons, 
and per family and tap, number of miles of main, sizes 
of main and effect on consumption of any change 
from private to public ownership, will furnish data for 
many interesting comparisons. 



The number of employes and their wages and sala- 
ries for similar work in public and private companies 
must be carefully studied, as also their permanency 
of tenure. Some of these items may occasion diffi- 
culty. 



Taxes. — These are usually omitted from items of 
cost in public companies, but must of course be in- 
cluded in comparing with private companies. 



Interest. — The bonds of a public plant usually bear 
a lower rate of interest than those of a private com- 
pany. The only question is whether to include in 
the real cost of a public plant, interest on the entire, 
cost, or only on the portion still unpaid for, i. e., un- 
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covered by any existing indebtedness. It might be 
well to present the figures both ways, but if a choice 
must be made there seems no sufficient reason for in- 
cluding interest on such portion of the plant as has 
been paid for out of net earnings. 



Depreciation. — A greater difficulty is a proper al- 
lowance for depreciation. Provided a plant is kept in 
good repair and a considerable sum, say five per cent, 
of the value of plant in the case of electric light and 
gas, and perhaps three in the case of water, is yearly 
spent on extensions and reckoned as part of the run- 
ning expenses, there is usually no need of further 
allowance for depreciation. It must be borne in mind, 
however, that while a private company must yearly 
collect a depreciation fund, a public plant belonging 
to the taxpayer may let this rest in the hands of the 
consumers, where it can be put to more profitable use 
until such time as it may be needed, when it can be 
raised by taxation. 



With regard to electric lights, investigation will 
prove more difficult, because the youth of the indus- 
try causes uncertainty on some items of depreciation 
and cost, but there are about two hundred cities that 
own electric light plants, and from these, with some 
effort, can be secured valuable data. 
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When Dunkirk, N. Y., several years ago, con- 
structed a public electric light plant, she only had to 
add $10 a month to the wages of the firemen and en- 
gineers previously employed at the water, plant, and 
now employed on both plants. Although it may be 
fair to apportion to the lighting plant such propor- 
tion of the wages of firemen and engineers as is the 
proportion of labor used on the electric plant, yet it 
is necessary to a fair judgment of such consolidated 
plants that all the facts be clearly Stated. 



In closing let us urge you not to undertake this in- 
vestigation in your respective States unless able to 
give to the work the services of an unbiased investi- 
gator, not necessarily nor even preferably an engi- 
neer, but one familiar with the subject in hand, and 
who can be given the means to visit the typical plants 
selected for study. 



Mr. M. N. Baker, Editor Engineering News, New 
York: 

The first object to be attained by the operation of 
water and lighting plants is efficient service, and, 
second, minimum cost to private and public consum- 
ers. 



Quality is of the greatest importance, by far. It is 
to be considered, first, in relation to health, and, sec- 
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end, as to the fitness of water for household and man- 
ufacturing purposes. Quantity has heretofore been 
given much more attention than quality, so much so 
as to even encourage wastefulness. The amount actu- 
ally needed depends on the number, character and oc- 
cupation of the population, while local conditions ma- 
terially affect the amount available at reasonable cost. 
Pressure is more easily governed than quality or 
quantity. It is of great importance for adequate fire 
protection, but no rash conclusions should be drawn 
where a low pressure is found, for reliance is often 
placed on fire steamers. Pressure is also an element 
in the case of individual consumers, where a low pres- 
sure may fail to deliver water to the required eleva- 
tion and thus yield but a dribbling stream from house 
faucets. 

Cost of service is to be considered from both the 
private and public standpoint. How much the house- 
holders, the merchants and the manufacturers pay for 
water for their own use; how heavy is the expense 
upon the taxpayers for water consumed by the city. 
Are the rates for public and private service so ad- 
justed in relation to each other and the total cost of 
the service as to bring an undue burden upon either 
water consumer or taxpayer, while the burden of the 
other class is proportionately lightened. This is a 
grave danger in the case of these and other similar 
undertakings. 
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Cost is in many respects the most difficult element 
in your proposed investigation. The vagaries of book- 
keeping, both municipal and private, and the natural 
desire of private corporations to keep their financial 
afifairs to themselves, are the first difficulties which 
occur to me. Next are the great divergencies in lo- 
cal conditions, natural and artificial, which make in- 
telligent comparisons almost impossible. Obviously, 
it is not reasonable to say that because water, for in- 
stance, costs $5 per unit here and $7 there, the former 
place has the most efficient works. With the best 
possible engineering, skill and management, it may 
cost twice as much to supply water, gas or electricity 
in one town as in another. Moreover, the investiga- 
tor will speedily find that unit cost is often impossible 
of ascertainment, through lack of records or unre- 
liability when records do exist. Mere schedules of 
water rates should be compared most continuously. 
They are formulated on widely different plans, and 
often are not based on the actual consumption, but on 
the mere number of fixtures supplied. A high rate 
per fixture may be accompanied by so great a use and 
waste as to make the unit cost much less than at other 
places having a low rate per fixture. Besides this, 
local conditions must also be considered as affecting 
fixture rates as well as cost units, and of great im- 
portance, low rates are sometimes made possible in 
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the case of municipally-owned works by having re- 
course to the general tax levy to make up any de- 
ficiency in revenue. On the other hand, municipal 
works sometimes put the whole burden of their sup- 
port upon private consumers, entirely relieving the 
taxpayer who is not a consumer of public water or 
light from expenses for the provision of fire protec- 
tion to his own property, or the lighting of the streets 
in front of his own house or store. 



Much time and thought are necessary for the evo- 
lution of the details and forms of inquiry blanks. I 
shall only say, and that I urge as of the greatest im- 
portance, that the final scope of your inquiries, and 
also their minutest details, should be determined by 
those who have had experience in such work, and that 
an attempt be made to harmonize the character of the 
three proposed lines of investigation. 



I can say that the country is being flooded with all 
sorts of inquiries relating to the undertakings in ques- 
tion, and that disappointment is in store for the in- 
vestigator who expects to receive replies from more 
than 25 to 30 per cent, of the inquiries which he sends 
out. 

I would suggest for consideration: * * * Is it not 
a more proper field of inquiry for the United States 
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Department of Labor, especially as some States 
doubtless lack organizations to conduct the work, 
while not all organizations in existence could or would 
take up such an investigation? Should not the in- 
formation secured, however obtained, be compiled, 
or edited and discussed, by some central body, in or- 
der to bring out the salient facts for the whole coun- 
try in proper relation to each other? 



Mr. Osborne Howes, Editor of The Boston Herald, 
Boston, Mass.: 

In considering the question of investigating the 
municipal ownership of water, gas and electric light 
plants, the first question to be asked is. How do these 
services conform to the conditions which should gov- 
ern public ownership and control? In other words, 
are these services of a class which should on general 
principles be public services, and if so, why? * * * 
The test, so far as I have been able to examine the 
question, the only test to be applied is the test of 
monopoly. If control by means of monopoly is ad- 
vantageous, then, other things being equal, public 
ownership and control is desirable. 



I think I am justified by experience in saying, that 
while the cost of constructing or maintaining small 
civic enterprises, or those which in their daily opera- 

19 
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tion call for the employment of a large number of 
men, is considerably greater under public than under 
private corporate control, this adverse difference is 
not found to exist in the case of large engineering en- 
terprises, especially those in which the work of con- 
struction is given out by contract. 



There is in the investigation of public ownership 
of water plants one possible source of error to be 
guarded against — and this doubtless holds true of gas 
and electric plants — that is, the disposition of munici- 
pal authorities to understate the cost of construction. 
An instance of this is found in our Boston experience. 
In the year 1878, about thirty years after the com- 
mencement of the Cochituate waterworks, a report 
was prepared by the city auditor giving the cost of the 
undertaking up to date. It was therein stated that the 
net cost of construction, including various additions, 
was $13,471,812.41. As the city was at that time re- 
ceiving an annual revenue from the sale of water of 
approximately $950,000, the inference to be drawn 
.was that as a financial investment the works were a 
decided success. But having occasion at about that 
time to go through the municipal expenses in detail, I 
found that the result given above was not arrived at on 
the basis upon which an ordinary business investment 
would be figured. In other words, if the receipts of 
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each year were deducted from the expenditures of all 
kinds, and an annual interest charge was computed on 
the sum left, instead of thirteen and a half million 
dollars ($13,500,000), the cost would be found to be 
more than forty million dollars ($40,000,000). I found 
that during a series of years large appropriations were 
made out of the annual tax levy, to make good de- 
ficiencies in "income and to pay for new construction, 
which apparently were ignored in the accounts, and 
against which no interest charge was made, as would 
have been the case if a corporation had raised the 
money and spent it for a similar purpose. It was not 
on the part of the city auditor an attempt to deceive, 
but simply an error growing out of the manner in 
which a city official is inclined to look upon a munici- 
pal undertaking. I would not have it inferred from 
this that I consider the waterworks owned by the city 
of Boston as an undesirable undertaking. On the 
contrary, I think that they are worth to the city, in 
the advantages afforded, to say nothing about the ap- 
preciation in the value of land acquired, all that they 
have cost the people. But the difference in estimates 
of expenses that I have pointed out, in a work when 
the conditions are as simple as they are in procuring 
and maintaining a water supply, indicate the great 
care that has to be taken 'not to be misled by official 
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Statements in endeavoring to ascertain the economic 
advantage or disadvantage of municipal ownership. 



When the field of inquiry is shifted from water to 
electricity or gas the problem becomes more compli- 
cated. In the two last services, particularly in the 
former, not only is invention constantly changing 
conditions, but besides this the systems of maintenance 
are so uncertain and varying that it is almost impossi- 
ble to be sure that comparative statements of results 
are to be depended upon. Thus the statements of the 
cost of public lighting in Chicago by electricity that 
have been put out by the municipal authorities have 
been disputed by persons who have made a careful 
analysis of income and outgo and who, on their side, 
assert that the cost per light per annum is more than 
twice as great as the sum given by the municipal ofifi- 
cials. 



It is unquestionably true that the allowance for de- 
preciation in the value of plant — and this with electric 
lighting plants, in view of constant improvements 
that are being made, is exceedingly large — has rarely 
been given its proper proportions in the statements of 
municipalities that have adopted this form of public 
lighting. 
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Hon. James W. Latta, Secretary of Internal Affairs 
of Pennsylvania, and ex-officio head of the Bureau of 
Industrial Statistics of the State: 

I think it a fair estimate to say that the water serv- 
ice that costs the consumer in Philadelphia $15.00 per 
annum would cost the consumer who lives in a town 
where the enterprise is conducted by private parties 
about twice that amount, and I do not suppose we can 
ask anything better than that at the present time. 



Professor John R. Commons, of the University of 
Syracuse : 

There is only one of the industries under discus- 
sion here to-day that I have investigated to any ex- 
tent. I have paid considerable attention to water- 
works in Indiana and in New York State. * * * 
There^is one point upon which I might touch, that 
has not been mentioned here, and that relates to the 
starting point of an investigation of this kind. It has 
been said here that your business as statisticians is to 
deal solely with facts, and that you have nothing to 
do with theories. Back of this question of public 
and private ownership is a theory upon which you 
must throw light and that is the problem I am inter- 
ested in. What light will a statistical investigation 
properly conducted throw upon certain principles? 
* * * The municipal feature being introduced into 
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the operation of these industries, they must not be 
conducted as private corporations would be, with the 
idea of balancing cost and receipts and getting a net 
result; but the municipality takes them up as the rep- 
resentative of all the consumers, the homes, the fami- 
lies of the people. So there is a very vital difference, 
and that difiference must be worked out by directing 
the investigation along fruitful lines. It would have a 
bearing on the question of interest and of taxes. For 
example, I found in Indiana a number of small cities 
and towns which have recently put in municipal 
waterworks, and they have from the first adopted the 
policy of paying the interest and sinking fund out of 
the taxes of the community, and allowing the receipts 
from the consumers to meet only the running and 
operating expenses, paying fixed charges out of the 
taxes. They seem to take that as a matter of course. 
Unconsciously, without any elaboration of theories, 
they had adopted the principle that a waterworks 
plant is an agency of the consumers, the working peo- 
ple, not the property owners, but all the people of the 
community, to furnish a vital necessity. That is the 
reason why, as a city increases in size, it becomes 
necessary for the municipality to take over the water- 
works plant. * * * So the question of taxes and the 
question of interest must be looked upon from that 
standpoint. I am not prepared to say that I know 
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just what direct bearing that would have on your in- 
A'estigation, but this I do say, that your statistical in- 
vestigations ought to bring out those facts which 
would enable us theorists to reach some conclusion 
on this very important subject. 



There is first the question of consumption and the 
extension of mains. * * * For example, in Syracuse, 
when the municipal plant was acquired, they imme- 
diately extended the mains into all outlying suburban 
districts, placing them in all localities where the peo- 
ple had formerly depended upon wells and cisterns, 
and that has brought about certain results outside of 
what I suppose is the legitimate scope of your in- 
quiry, namely, the effect of an undertaking of that 
kind upon values of property in the municipality, of 
land values in the suburbs, and the effect upon the 
building of houses. It has greatly stimulated the 
building of houses and it has influenced the rates of 
insurance, and this latter point, the rates of insurance 
before and after municipal ownership, a comparison of 
rates of insurance in different localities under these 
conditions is of great importance, and it seems to me 
should be considered by you. 



As to methods of investigation, I believe Professor 
Bemis is perfectly right in saying that it requires a 
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personal investigation of each plant. * * * I believe 
there is but one State where it would be possible to 
secure any practical results of electric lighting under 
private management, and that is Massachusetts ; and 
that by virtue only of the fact that Massachusetts has 
a Commission which is already legally empowered to 
secure the information from' electric lighting compa- 
nies; but even then the electric lighting plants under 
municipal control have not been in operation long 
enough to furnish good results. 



Hon. F. E. Barker, Chairman of the Board of Gas 
and Electric Light Commissioners of Massachusetts: 

Having for ten years had to do with the gathering 
of statistics relating to gas and electric lighting com- 
panies,, the dissemination of information about them 
and the burden of governmental regulation of them, I 
cannot help thinking that such an investigation as 
you are now considering would be likely to present 
serious difficulties. I am confident, however, that 
such an inquiry, intelligently and successfully prose- 
cuted, would prove of substantial public advantage. 
Few, if any subjects of equal importance, seem to me 
so lacking in reliable and detailed data. This is due, I 
believe, in part to the fact that even the parties en- 
gaged in the business do not themselves possess the 
necessary material. * * * A uniform system of ac- 
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counts is of the highest importance in statistical work, 
and it may be doubted whether reliable statistics are 
possible without it. We have succeeded in a great 
measure in securing this among the gas companies of 
Massachusetts, and while I Ijnow that many compa- 
nies outside of our own State have adopted our system 
of accounts, there is yet, according to my own obser- 
vation, great lack of uniformity, not only throughout 
the country at large, but within the limits of a single 
State. A fact that the business has come to be much 
less profitable than formerly, has imposed upon the 
managers a desire to compare among themselves re- 
liable data and to this end to seek uniformity of ac- 
counts and records, so that the present tendency is 
strongly in that direction. 



The fact that without legislation in your respective 
states to assist you the information from private cor- 
porations must be entirely voluntary may prove a 
serious difificulty even when the managers possess ac- 
counts and reliable data. The conditions of their busi- 
ness and the welfare of their companies may seem to 
them to make it inexpedient or against their interests 
to publicly exhibit the information. * * * I have 
found managers, especially in large cities, reluctant to 
disclose even the annual output of their companies. 
The reason for this, of course, is found in the natural 
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reluctance of business men to exhibit fheir private af- 
fairs, and in the fear that any information may be used 
to the injury of their corporation, either in the en- 
couragement of a rival enterprise or in some of their 
other relations with the municipality. The Massachu- 
setts law which compels companies to exhibit ex- 
haustive data seems to recognize that the fear has 
some foundation, because it couples with the power to 
collect data the power to protect a company against 
unreasonable exactions by the municipality and to pre- 
serve its territory against the inroads of rival concerns 
if the boards to which the information is given deems 
such a course to be in harmony with the public inter- 
est. 



If an attempt be made to collect information respect- 
ing the electric lighting business, one difficulty peculiar 
to that, I think, will be the failure of the managers to 
utilize in their records and accounts any common stan- 
dard or unit. The English Board of Trade some 
years ago established as a unit for the measurement of 
electrical output the kilowatt of energy or the kilowatt 
hour, but the use of this although the best then known, 
according to my observation, has not been generally 
adopted in this country. Indeed, I am of the opinion 
that very few electric lighting companies make an at- 
tempt to determine the quantity of their output except 
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as measured by the dollars which they receive. The 
gas companies have their unit in the thousand feet 
of gas, the whole management of the business revolves 
around that unit, and in well managed works a com- 
parative record of the make and output is kept. Such 
methods, however, have rarely been adopted by the 
electric lighting companies. Even in our own state 
we have been unable to secure the keeping of such 
records by the electric lighting companies over which 
we have supervision and we have only just succeeded, 
after three years of efifort, in securing legislative 
authority to compel such records to be kept, the effort 
for such authority having been opposed by the com- 
panies, who feared it might be against their interests. 

Although the unit of output and manufacture in 
the gas business is well understood and generally 
adopted throughout the country, other units, such 
as the ton of coal, the chaldron of coke and the 
barrel of tar, differ widely in different localities. The 
ton of coal might seem to be a term of precision, but 
it varies in different works by nearly twelve per cent., • 
some making the short ton, others the long ton, while 
in some of the Central and Western States the com- 
panies do not reckon coal by the ton at all, but by 
the bushel. I have found engineers unable to answer 
inquiry as to how many of their bushels it would take 
to make a ton; the question is new to them. 
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I think too much stress cannot be laid upon the 
importance of having this information gathered, if it 
be gathered at all, by persons who are familiar with the 
business to be investigated, or at least that the bureau 
under whose immediate supervision the information 
is gathered may have the active assistance of such 
persons. 



No collection of data would be complete without 
some attention to the matter of depreciation and the 
consideration of what is a proper charge for this 
item. It is certainly a part of the cost of operation 
as much as either coal or labor, but it is one that is 
often overlooked, not only by the mtinicipal author- 
ities, but by the companies, and is one about which en- 
gineers and managers have only limited data and 
widely differing opinions. Depreciation should not 
only account for the actual deterioration of the ap- 
paratus due to its use, but should include the reduction 
in the market price of apparatus, and the loss upon 
apparatus which becomes commercially useless 
through the progress of the art, as well as those 
appliances which may become valueless, not because 
they are worn out or out of date, but because the 
growth of the business in that particular locality makes 
it no longer economical to use them, and, although 
in condition to do the work for which they were 
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originally designed, nevertheless become practically 
useless through the necessity for a reconstruction or 
rearrangement of the works to meet new conditions. 
Charges for depreciation by different managers will 
usually depend upon their view of the relative im- 
portance of these items, and upon the degree of profit 
which the business brings. 



Mr. John S. Clark, Treasurer of the American 
Statistical Association : 

While I am not particularly conversant with the de- 
tails of your subject, it is one that interests me pro- 
foundly, particularly in its broad relation to social 
well-being. * * * The time has been when the 
mJnority of the people lived in towns (small towns at 
that), and the majority under rural conditions. The 
case is rapidly becoming reversed. We cannot much 
longer look to genuine country life for the nation's 
vigor. It behooves us to watch and work for the 
improvement of urban conditions; to make city life 
itself thoroughly wholesome and healthy, if we want 
to keep a sound physical basis for the national life. 
This question of water supply and illumination has a 
great influence on the physical health which underlies 
mental and moral vigor in our great munici- 
palities. * * * 
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The great question before you, as to how munici- 
palities can best be suppUed with these necessities and 
at the cheapest cost, is one in which we are all in- 
tensly interested. I do not suppose that if it can be 
shown that they can be supplied more cheaply and 
economically through private enterprise than under 
the direction of the municipalities there would be any- 
body disposed to question that line of policy. What 
you want, and what we all want, is to get the best 
service at a reasonable cost. 



Hon. Carroll D. Wright, Commissioner of the 
United States Department of Labor, and President of 
the convention: 

The unfinished business is the discussion of the ex- 
pediency of undertaking an investigation relating 
to the municipal ownership of water, gas and electric 
light plants. You are familiar with the action of the 
Executive Committee, in which they recommended to 
the Convention the question of investigating this sub- 
ject, the investigation not to be considered for or 
against municipal ownership, but for the purpose of 
ascertaining all facts bearing upon the question. The 
matter was referred to the Committee on Resolutions 
yesterday for action, and if that committee is ready to 
make a report, that would bring the question formally 
before the Convention for discussion. 
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Mr. Home (S. B. Home), Commissioner of the 
Bureau of Labor, State of Illinois: 

The Committee on Resolutions, of which Commis- 
sioner Waldin (Horace G. Waldin, Commissioner of 
the Bureau of Labor, State, of Massachusetts), is Chair- 
man, has prepared a resolution in response to the ac- 
tion of the Convention yesterday, and in the absence of 
Mr. Waldin, the duty of presenting that resolution de- 
volved upon me. The resolution is as follows : 

Resolved, That it is expediem for the officers repre- 
sented in this Association to undertake an investigation 
of the private and municipal ownership of water, gas 
and electric light plants substantially as recommended 
by the Executive Committee, and that for the purpose 
of determining the methods and limits of such an in- 
vestigation and the preparation of blanks to be used 
therefor, the matter is referred to a committee con- 
sisting of the President (Hon. Carroll D. Wright), 
of this Association, and two others to be appointed 
by him, which committee shall report its conclusions 
and recommendations to the various bureaus of cor- 
respondence. 



The President, Hon. Carroll D. Wright: 
You have heard the resolution reported by the com- 
mittee. The adoption of this resolution commits 
the Convention to the investigation as recommended 
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by the Executive Committee and leaves the prepara- 
tion of blanks and the arrangement of details to a 
special committee, consisting of the President of the 
Association and two members thereof. The question 
is upon the adoption of the resolution. 



Mr. Meriwether (Lee Meriwether), Commissioner of 
the Bureau of Labor, State of Missouri : 

I thoroughly believe in the importance of investigat- 
ing the subject of such municipal franchises as street 
railways, water works, gas works, etc., but I do not 
see in what way these investigations can be conducted 
with special reference to the question of municipal 
ownership of such corporations. 

Yesterday, Professor Bemis alluded to certain errors 
made by private investigators who had failed to take 
into account the cost of coal in determining the ques- 
tion as to whether or not municipal ownership was 
desirable. Such errors as these seem to me small 
compared with other difificulties that present them- 
selves. Investigation may show that in the case of 
one city that public construction and operation of a 
water works or a street railway may be less than pri- 
vate construction and operation, but, after all, this will 
not throw much light on the question whether or not 
it would be cheaper in any other city; nor whether 
it would be cheaper for another city to build water 
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works and street railways rather than to permit private 
corporations to build them. This for the reason, that 
political conditions in one city may be very different 
from the political conditions in any other. The pa- 
triotic interest displayed by the citizens of one city 
may be so great that public operations of street rail- 
ways, etc., may prove a great success. On the other 
hand, patriotic sentiment in another city may be so 
lacking that the affairs of that city may be largely in 
the control of what may be called "freebooting" ele- 
ment, and public ownership of street railways in such 
cities may mean the enrichment of corrupt city politi- 
cians at the expense of the rest of the citizens. 



In his valuable work on municipal government. Dr. 
Albert Shaw described the great success which has at- 
tended the municipal ownership of street railways in 
Glasgow, Scotland. The result of the investigation of 
this subject by our labor bureaus may show a number 
of instances in the United States where municipal 
ownership of water works, etc., has proved an ad- 
vantage to the public, but afte'r all this has been done, 
it seems to me it would be erroneous to conclude, 
because Glasgow and certain other cities had found 
the experiment to be successful, that therefore, it 
would be successful in any city that might care to 
adopt it. 
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It does not require investigation to prove that what 
a private corporation can successfully accomplish can 
also be accomplished by a municipal corporation, pro- 
viding the municipal corporation is composed of men 
of integrity and business ability, willing to devote their 
talents to the public cause, this much needs no proving, 
and the rest — as to whether a city's civic sentiment 
is sufficiently aroused to investigate business manage- 
ment of city affairs — can hardly be demonstrated by 
the statistical method. In Missouri, we have already 
taken up the question of street railway franchises, and 
while the information obtained may prove of value 
in showing what these corporations receive from 
the pubHc, and what in return the public receive from 
them, and what the public might with reason demand 
from them; still, I do not think anything we have 
done, or could have done, will throw much light on 
the question whether St. Louis will do well to take 
charge of these corporations and operate them; that 
point cannot be determined until we can ascertain the 
extent which earnest and patriotic citizens take an in- 
terest in the government of the city. 

It can be said without fear of contradiction that in 
any city where a private corporation operates gas or 
water works successfully, the municipal government 
could run these same works with equal success, pro- 
vided the municipal government is composed of the 
right class of citizens. 
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I am frank to say that in my own city of St. Louis 
the better class of citizens have not taken that interest 
in city government which would lead me to hope for 
the wisest or most economical operations of street 
railways were the city to undertake their management; 
to such an extent has the city government been 
turned over to self-seeking politicians it has proved 
impossible to prevent the House of Delegates and 
Council of St. Louis from giving away to private cor- 
porations franchises which might easily have been 
sold for millions of dollars had our city fathers been 
half as solicitous for the welfare of the public as they 
were for their own welfare. 



I am heartily in favor of the investigation and will do 
all I can to forward it; because the more the public 
knows about these franchises and semi-public corpora- 
tions the better it will be; but as I understand the situa- 
tion I cannot see much ground for hoping that the 
present investigation will materially aid in solving the 
question whether it would be an advantage or dis- 
advantage for municipalities to own this class of cor- 
porations. 

The President, Hon. Carroll D. Wright, from the 
floor (Mr. Lee Meriwether, Commissioner of the Bur- 
eau of Labor for the State of Missouri, having been 
called to the chair): 
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I will state to the Convention that the Executive 
Committee, in seeking some line of inquiry which 
could be taken up by the bureaus at large, hit upon this 
topic of municipal ownership. 



The question of municipal ownership of gas, water 
and electric light works seemed to the Executive 
Committee to furnish the basis of an investigation 
which could be entered upon by all the bureaus at the 
same time and upon uniform blanks to be used by 
each and every one of the Commissioners, provided 
the Convention should see fit to take up the investiga- 
tion at all. The theory of statistics which actuated the 
committee was not whether municipal ownership was 
desirable, but whether any investigation could be in- 
stituted which would enable municipalities and the 
citizens thereof to determine whether there was any 
advantage to the consumers in such ownership, or 
whether, on acount of the cost, they should continue 
in the old way. 



It is one of the most difficult undertakings upon 
which we could enter, and so far as my own view of 
the case is concerned, I am free to say that if we go 
no further than to print the papers and remarks of yes- 
terday we should do a great public service. 

The question of municipal ownership of gas and 
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electric light plants and water works is no longer a 
question even of municipal socialism; it is purely a 
question of business. If one community finds that an- 
other neighboring community can supply its inhabit- 
ants with electric light or gas light or water at a less 
ratethan a like community operating under some other 
method can perform the same service, then that in- 
formation of itself is sufificient to stimulate an investi- 
gation of the facts underlying the business operations 
of these corporations. So, if the Convention should 
see fit to take up this investigation, we can ascertain 
at least some of the more easily obtainable informa- 
tion, if not the more difficult. I believe furthermore, 
from my experience in conducting investigations into 
the cost of production, a most difficult thing to do, 
that we shall find a sufficient number of concerns that 
will give us concrete, representative information. We 
must not expect to get information from each and 
every one of the private corporations now engaged in 
these business enterprises, but we will get here and 
there crucial information which will be beneficial in 
forming a fairly accurate conclusion. That much we 
can do, no matter what the difficulties are, we can get 
the cost of supplying electric light, gas and water by 
the municipal concerns, and we can get the price which 
the constituents of these concerns have to pay for these 
commodities; whether we can get the cost and the 
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• 

price of these commodities as furnished by private cor- 
porations is a more difficult question, but we certainly 
can get the price to the consumer. We do not have 
to depend upon the good will of the managers of a 
private gas works to get the price of gas to the con- 
sumer; that can be obtained independently of any 
courtesy on the part of the management. I believe 
that here and there, as I have said, the management will 
give us the cost of gas in the receiver, and by units 
which shall be fairly representative of conditions in 
every community. If we can do this, even in a partial 
way, we shall be contributing to the intelligent discus- 
sion of the whole question of municipal ownership. 
We can, without any difficulty, ascertain the extent to 
which municipal ownership has thus far been carried. 
There can be nO' opposition strong enough to prevent 
that. There can be no antagonism either on the part of 
municipalities or of private corporations that will pre- 
vent us from securing accurate information as to the 
extent to which municipal ownership has already been 
carried, and if we accomplish nothing else, that infor- 
mation alone will be worth all the efiforts we may make 
as the result of our deliberations here to-day. I hope, 
therefore, notwithstanding all the difficulties and ob- 
stacles that face us in the consideration of this investi- 
gation, that the resolution may be adopted, and it is 
just and fair to you to state, here and now, before you 



Digitized by Microsoft® 



OFFICIALS OF BUREAUS OF LABOR. 311 

vote upon the question, just what you can depend 
upon so far as the United States Department of Labor 
is concerned. Should this resolution which has been 
reported by the Committee on Resolutions be adopted, 
and the committee raised under it can frame form 
blanks, which I confess is one of the most difficult 
features of the whole business, but if the resolution is 
adopted and the committee is able to frame uniform 
blanks which will enable us to conduct an investigation 
on a scientific basis all over the United States, the 
department which I represent will take up those states 
which have no bureau, thus completing the whole 
chain; and furthermore, should any one of the bureaus 
represented by a Commissioner of Labor not be in a 
condition to enter upon the investigation at the time 
the others decide to begin it, we will take that state, so 
that, with those states which have bureaus of labor and 
which enter upon the investigation, and the work 
which the Department of Labor at Washington will 
do, we will have an investigation which will cover 
every one of the states and territories of the United 
States, thus giving to the public a complete statement 
of the extent to which municipal ownership has been 
carried in this country. 



Furthermore, if this resolution should be adopted, 
and, if any one of the Commissioners should so desire, 
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oi- all of them, it had better be all, we will undertake to 
tabulate the results for each state and furnish each 
bureau with that complete tabulation, not only for 
the state involved, but for all other states, so that each 
commissioner can have all the facts for the whole 
country in tabulated form. Furthermore, should any 
bureau that undertakes to carry on this investigation 
find that it needs more assistance than its own appro- 
priation will warrant, I will see that its force is supple- 
mented from Washington. 

Now, this investigation, should the resolution be 
adopted, may be an abject failure; but I assure you, 
that there is a great deal of success sometimes in fail- 
ures. If this body, representing thirty-three or thirty- 
four States of the Union, cannot make a success of an 
investigation entered upon with earnestness and with 
sincerity on this line of subjects, then the question of 
municipal ownership will have to take a new lease, 
and there will have to be something else besides in- 
formation and positive data upon which to form con- 
clusions, and it will have become then a political issue 
without the facts, as so many issues are at the present 
time. It is our duty to our constituents everywhere, 
it seems to me, to see to it that they may be informed 
on this great question which is being agitated more 
and more every year, and inform with all the accuracy 
that it is possible to put into the information. If we fail, 
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any body of men would fail. Again, there is another 
consideration, which is not a public one, but which 
touches us individually and officially, and that is, that 
every man in the United States, whether he believes in 
municipal ownership or whether he opposes it, will 
welcome this investigation in the warmest way. Busi- 
ness men have said to me, "I hope your convention 
will undertake this investigation, because we know 
nothing about the subject; we do not know how far it 
has gone, we believe it is a business matter, after all, 
and we want to be informed upon it." But beyond the 
satisfaction of giving not only the friends, but the 
opponents of municipal ownership the facts, so that 
each side can shape its conclusions according to them, 
it is one of the very best things this convention can 
do for its own welfare, for no other single investigation 
which I can call to mind will so thoroughly solidify the 
interests of all the bureaus of labor statistics in the 
country and so thoroughly bring them to the notice 
of the citizens of the United States as being united in 
a great public work. So, from every consideration, 
the public interest, the interest of our respective 
offices, the interest of this convention, it seems to me 
that we ought to adopt the resolution which has been 
reported by the committee. 

(The President, Hon. Carroll D. Wright, resumed 
the chair.) 
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Mr. John T. McDonough, Commissioner of the 
Bureau of Labor for the State of New York: 

After listening to the very clear and concise state- 
ment of the President, it seems to me that the members 
of the convention must thoroughly understand the 
question, and as time is precious, I move that the reso- 
lution be adopted. 



Mr. George A Schilling, Commissioner of the 
Bureau of Labor for the State of Indiana : 

I merely wish to remark that the only disappoint- 
ment I felt yesterday morning, in listening to the 
papers presented on the subject, came from the fact 
that it was simply a question between the present 
private, monopolistic control and municipal control, in 
the sense in which we commonly understand these 
terms — that is whether or not the community should 
own and operate its own plant. There was nothing 
said yesterday or even this morning in regard to the 
Detroit or Toronto method, and it seems to me that 
it is very important that we should give that attention. 



The President: I think that would legitimately 
form a part of the investigation. 



Mr. Schilling: I really think that should be made 
a part of the investigation. I believe that you will 
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find that most private corporations depending for their 
existence upon franchises pay larger dividends, espe- 
cially in large cities, than are received in other lines of 
enterprises. That fact alone convinces the average 
man who pays any attention to the matter that some- 
thing is wrong somewhere; furthermore it will be 
found that the people who make these investments can 
aflford to pay large bribes for their franchises, and that 
they periodically come together, and by a purely arbi- 
trary rule determine what those franchises are worth 
for the coming year, and then issue and sell stock to 
cover the increased valuation. The other side of that 
is municipal ownership and control, where we see 
confronted with the other evil, frequently mentioned, 
that these institutions become the home of all political 
heelers — the incompetent men who in other walks in 
life have demonstrated their inability to carry on the 
struggle for existence — where every politician who has 
any influence can unload some of his friends. So we 
are confronted with those two phases of the subject, 
both ofifering very serious obstacles. Upon the one 
side the people are plundered; upon the other they 
provide, as it were, a stamping ground for all the 
incompetent people of the community, and the pay- 
rolls are burdened down with more people than are 
necessary to carry on the work. Now it seems to me 
thafa middle ground, under such circumstances, is a 
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very proper thing to consider. * * * There re- 
mains, of course, the question whether it is better that 
the city should receive an annual bonus from the 
corporation for the privilege of operating the franchise, 
or whether the cost of service should be reduced to 
the lowest possible point, leaving the bonus in the 
pockets of the citizens individually? 



After some further discussion the resolution, as sub- 
mitted by the Committee on Resolutions, was unan- 
imously adopted, and the President selected Mr. Lee 
Meriwether, Commissioner of the Bureau of Labor for 
the State of Missouri, and Mr. Horace G. Waldin, 
Commissioner of the Bureau of Labor for the State of 
Massachusetts, to serve with him on the committee 
created by this resolution. 

THE GREAT PUBLIC VALUE OF THIS IN- 
VESTIGATION. 

In nearly every city and town throughout the United 
States there is an association of some kind organized 
for the special purpose of securing a correction of real 
or imaginary abuses by city councils and corporations, 
of the franchise privileges which accrue to the munici- 
pality by virtue of its incorporation as a city or town. 
The method of correction almost universally accepted 
as being correct public policy is to drive private cor- 
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porations out of the business of owning and operating 
industrial public services, and to undertake these in- 
dustries for the account of all the people, through 
municipal ownership and operation. This policy is 
advocated by a very large number of professors of 
political economy; by nearly all active municipal gov- 
ernment reformers; by writers and speakers of every 
degree of intelligence, by some five thousand daily, 
weekly, monthly or quarterly publications, and it 
is a part of the creed of several important politicial 
parties. In view of the great benefits proclaimed 
broadly, by all of these sources of opinion, to be 
derived from the municipal ownership and operation 
of all public service industries, no single investigation 
can be undertaken that will satisfy as widespread and 
earnest a demand for information as will the investi- 
gation of water, gas and electric lighting works, now 
in process of development. If the interests of all 
the people can be served by municipal ownership and 
operation to the extent claimed, it is time that the 
facts of experience were put into shape to substantiate 
the claim. No party can afiford to make the policy 
of the municipal ownership and operation of public 
service industries a political issue without the facts. 
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"Inalienable Rights of the City to Its Property." 

"Sec. 71. — The rights of the city in and to its water front, ferries, wharf 
property, land under water, public landings, wharves, docks, streets, 
avenues, parks and other public places, are hereby declared inalien- 
able."— Fra.nch.lses, Title 1, Chap. 3, Charter for the Greater 
New York. 
1.— All franchises which depend upon exclusive rights in public 
property should be granted only for public purpose^ and for limited 
periods, and should be made to contribute from their value, created by 
the community, their full share of public expenses, thus relieving per- 
sonal property, buildings and other Improvements from the increasing 
burden of taxes. 

2.— Monopoly, the result of special privilege, rather than Capital or 
Production, which are the creation of individual efEort, should be the 
primary source of public revenue. 

3.— The government must control natural monopolies (those public 
services which, from their nature, do not admit of competition), other- 
wise these monopolies will control the government. 

4 — Such public services as are not natural monopolies should be 
preserved to free and open competition, 



Dear Sir: New York Citt, .Inly 17, 1897. 

According to the most conservative authorities, half the city's rev- 
enues could be derived from its street-car, gas and other franchises. In 
this event, taxes upon private and personal property would be cut in two. 

What is even more Important to the mass of our citizens, public con- 
trol of the means of transportation and illumination will lead to a 
similar rec;.Lction in car fares and gas bills. 

The Association for the Public Control of Franchises has been organ- 
ized by citizens of Greater New York, not only to initiate legislation 
looking to the above ends, but also to watch vigilantly over the city's 
rights under present laws, and to assist the city administration under 
the new charter in the enforcement of its excellent provisions regarding 
franchises. 

Like similar organizations, such as the Tax Reform Association and 
the City Improvement Society, our Assdclatlon must rely for support 
upon those who have means to contribute as well as property to defend. 
The laboring classes, to whom cheaper and more efficient transportation, 
light and fuel are boons immeasurably beyond the gift of charity, 
require only the guidance of an efficient organization, such as, with 
the co-operation of yourself and others like you, our Association can 
become, to adopt, through their votes, the sound economic solution which 
our platform presents. 

If you endorse our principles, kindly give material testimony to 
your belief by inclosing us a check of proportions relative to the im- 
portance of our cause among those which already appeal to your sym- 
pathies. Tours very sincerely, M. M. Miller. 

For the Committee on finance. 
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The following extracts are taken from a paper 
by Edward M. Grout, under the title of "New York 
should Own the Gas Supply.'" 

In its last analysis, the proposition that the city of 
New York should own and operate the gas supply 
system for its streets, and for its inhabitants, is purely 
a business proposition. 



Expediency, that is, the question whether or not the 
city can do better for itself and for its inhabitants than 
can private enterprise, is, in truth, now the final in- 
quiry, the controlling consideration, even with those 
who apparently have been devoted to the arguments 
against power and right. 



If only one gas company or trust, with one set of 
mains, works and ofiSces, be needed, then capital was 
(is) wasted, when temporary and false, or forced and 
unnatural competition led (leads) to the organization 
of a number of companies ; and the wasted capital, and 
perpetual dividends upon it, will, if possible, be re- 
couped from the public. * * * No school of polit- 
ical economy will maintain that monopoly should 
not be regulated and restrained, and legislation here 
and elsewhere has long, though imperfectly, recog- 
nized the monopolistic character of street lighting, and 
has made at least a pretense of regulation by law. 



1 Municipal Affairs, June, 1897, Reform Club, New York. 
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The situations of these cities are too diverse, the sav- 
ings to the public are too great, to enable us to explain 
away these results by any diilferences in the prices of 
labor or coal. The results are due chiefly to the fact 
that cities can borrow money about three per cent, 
cheaper than private corporations, and to the addi- 
tional fact that cities do not attempt to water the 
capital employed, nor to pay dividends upon fictitious 
capital or capital which has been used up and con- 
sumed a generation ago, and which ought to have been 
long ago charged off to depreciation. 

The question is not one for property owners and 
taxpayers alone. It touches the pocket of every gas 
user to the extent of from twenty to forty per cent, of 
his gas bills. It reaches every inhabitant of the city 
who is now, for economy's sake, compelled to use oil 
lamps, and who would be more comfortable, happier 
and healthier if gas were cheap enough for him to use. 
And cheap gas could be used for fuel, to the saving 
and to the untold comfort of the dwellers in New 
York's crowded apartments and tenements, for it has 
been the experience of Glasgow that in this direction 
its municipal management was able to cause a doub- 
ling of the consumption of gas. It is a question which 
concerns every taxpayer, every voter and every in- 
habitant of the city. 
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In his "Rejoinder"' to a reply to his paper, Mr. 
Grout says : 

In reckoning cost under municipal ownership, Pro- 
fessor Parsons has in each case added to actual ex- 
penditures a carefully estimated percentage to cover 
interest on investment, taxes, insurance and deprecia- 
tion. ' 

No plaint of inefficient public bookkeeping, of unfair, 
inadequate or unreliable statistics, could come from 
the mouth of anyone who has ever examined the re- 
ports of those (British) cities. * * * Interest on 
investment, taxes, insurance, depreciation, repairs and 
betterments, all operating expenses (including good 
wages and salaries), a sinking fund and a reserve fund, 
all are charged before net profits are reckoned. 

A CORRECT SOLUTION OF THE PROBLEM. 

Following are extracts from a discussion of the 
economic principles involved in "The Law of Incor- 
porated Companies Operating Under Municipal Fran- 
chises":' 

The greater always controls the lesser interest. The 
Nation controls the State. The State controls the 
municipality. The municipality controls the citizen. 

»"A Rejoinder," Municipal Affairs, June, 1897. Reform 
Club, New York. 

2 "The People's Lamps," by Professor Frank Parsons, Arena, 
June, September, November and December, 1895. 

»"The Law of Incorporated Companies Operating Under 
Municipal Franchises." Robert Clarke Co., Cincinnati, Ohio. 
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The greater an interest is, the greater is the intelli- 
gence and executive ability required of its administra- 
tion. An army is poorly officered whose officers are 
not more intelligent than the average man in the 
ranks. A municipality is poorly governed when its 
councilmen and administrative officers are not more 
intelligent that the average voter. In the direction of 
public, as well as private affairs, intelligent executive 
ability are factors of highest value. 



In the sphere of municipal life lies the best oppor- 
tunity rightly to teach and give practical effect to the 
principles of moral, physical and economic science. 



The state is the creator and therefore the sovereign 
of municipal, political and industrial corporations. 
It creates such corporations in order to serve to the 
best advantage the public welfare. It is the duty of 
the state fully to advise its inhabitants regarding all 
particulars pertaining to their interests that such trusts 
are incorporated to serve. 



An accounting, fully to show that a trust is properly 
administered, is a fundamental requirement for the 
satisfaction of the grantor and the beneficiaries, and 
the protection of the trustees. Such an accounting 
is indispensable as a basis for an appreciative under- 
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Standing and mutual good faith. The state must pos- 
sess a knowledge of the facts, if it is to control prop- 
erly. Acquiring a knowledge of facts is not a legisla- 
tive function, it is judicial. 



An adequate knowledge of the facts cannot be ac- 
quired by occasional inquiries by committees of Coun- 
cils or Legislatures. That facts may be established, 
it is necessary that uniform systems of accounting 
be adopted, that reports be required on fixed dates, 
covering similar subjects, for the same periods, in the 
same form. The system must be well devised, con- 
tinuous, and obHgatory as a condition of incorpora- 
tion; 



To guarantee impartiality of administration, the 
adopted system of accounting, and reports should be 
established as a judicial branch of government, where 
it will be least influenced by political or commercial 
considerations. Those intrusted with the executive 
work of the system of accounting and reports, should 
be selected for their fitness only. They should not be 
engaged in business, nor own an interest in any re- 
porting corporation. They should be given long 
terms of service, and a salary equal to that of the best 
paid state officials. Under such conditions, real ability 
can be secured for the service of the state, and excep- 
tional fitness can be acquired by experience. 
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That State control may be impartial and capable, 
the officers of the State must acquire competent and 
accurate knowledge of all details. This requirement 
renders it necessary that every set of accounts shall be 
kept by a uniform system, that similar items shall al- 
ways be entered under specific headings, and that uni- 
form reports shall be made covering the operations of 
the same period. * * * Such an analytic com- 
parison made, year by year, between the municipalities 
of a State, and published for the information of their 
inhabitants, will show each municipality what restric- 
tions or exactions must be removed, or what additional 
facilities must be granted, the better to secure in- 
dustrial, commercial and social advantages equal to 
the best enjoyed by any other municipality. If any 
service rendered to a municipality is found to be not 
as good as, or more expensive, than a similar service 
rendered to another municipality, the reason why this 
is so could be learned from an impartial and compe- 
' tent source of information. * * * One of the 
greatest disadvantages from which industrial corpora- 
tions now suffer, in dealing with citizens, municipal 
or State authorities, is the fact that they cannot se- 
cure proper credit for the truthfulness of their state- 
ments, because there is no impartial and competent 
State Court, properly commissioned and equipped, to 
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investigate and publish regular reports upon the sub- 
ject. 



If such system is adopted by each of the several 
States, the people of any municipality can know the 
position, on the scale of efificient management, oc- 
cupied by their city when considered as a whole, or of 
any detail of its affairs, not only in comparison with 
the municipalities of their own State, but of the 
whole country. Such knowledge will not only indi- 
cate unerringly where improvement should be made, 
it will show where to learn how to make it. The 
municipality whose record is best, and the managers 
of the departments or corporations shtjwn to have ob- 
tained the best results, will acquire by such publica- 
tion, in addition to the local benefit, the benefit of hav- 
ing the fact become known throughout the civilized 
world. Those not up to the mark of highest excel- 
lence will gain the benefit of being able to show why 
the best obtained results cannot be realized under 
conditions by which they are controlled. 



Instead of dividing the energies and resources of a 
municipality by competition between corporations 
and citizens, this system will unite them and use them 
in a competition between municipalities, States and 
nations, for excellence in industrial, commercial, and 
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social advantages. It will substitute competition be- 
tween municipalities for competition between citizens. 
The standard of excellence will be the best services at 
the lowest cost to their users, and the lowest munici- 
pal taxation. 



Government without the guidance of complete and 
accurate statistics is government by guessing, preju- 
dice, and superstition. The science of statistics is to 
government what the science of navigation is to 
ocean travel. * * * All theories as to a proper 
course must submit to the arbitration of facts. Meas- 
ured by ascertained facts, all theories must stand or 
fall. Those who honestly advocate and those who 
honestly oppose a policy should vie with each other 
in enacting measures designed to secure a perfect 
record of the operation and results of such policy. 
The judgments of truth are rendered only with a 
knowledge of the facts. 



That the statistics of municipal, political and indus- 
trial corporations may be properly developed, it is 
necessary that the state shall establish and maintain, 
as a part of the judicial branch of its government, a 
Department of Municipal Administration, properly 
organized and equipped to cover all features of muni- 
cipal affairs and the industries that supply the public 
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needs of m-inicipalities and their inhabitants. * * * 
When the people discard government by guessing, 
prejudice or superstition, and adopt government by 
the science of facts, they will reach a point of develop- 
ment where the unintelligent will secure the guidance 
of the intelligent, and will thereby gain advantages 
that are beyond the power of their unaided ability. 



[Extract from Proceedings.] 
LEAGUE OF AMERICAN MUNICIPALITIES. 

THE INVESTIGATION OF WATER, GAS AND ELECTRIC 

LIGHTING WORKS, PUBLIC AND PRIVATE, BY THE 

UNITED STATES DEPARTMENT OF LABOR. 



RESOLUTIONS. 



Adopted, October i, 1897. Columbus, Ohio. 
Whereas, This national conference of mayors and 
members of city councils has been informed that the 
United States department of labor has undertaken an 
investigation of water, gas and electric lighting works, 
and a clear outline of the methods, form and purposes 
of this investigation has been given by Mr. Allen Rip- 
ley Foote, in a paper read before this conference un- 
der the title of "Cost of service to users and tax- 
payers, a proper basis for comparisons between private 
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and municipal ownership of water, gas and electric 
lighting works"; and 

Whereas, Hon. Carroll D. Wright, United States 
commissioner of labor, has announced that the object 
of this investigation is to enable municipalities and the 
citizens thereof to determine whether there is any 
economic advantage to consumers in the municipal 
ownership and operation of water, gas and electric 
lighting works; and 

Whereas, Such an investigation by the expert and 
impartial authority of the United States department 
of labor, which can reach every municipality in the 
United States, is sorely needed, and will have a vital 
and farreaching influence in correctly guiding pubHc 
policy on this question of paramount inportance to all 
municipalities; be it 

Resolved — First, That this conference cordially ap- 
proves of the investigation as set forth in Mr. Foote's 
paper to be made for the purpose stated by Hon. 
Carroll D. Wright, United States commissioner of 
labor. 

Second, That the delegates to this conference tender 
to the United States department of labor, and to its 
duly accredited agents, their co-operation in every 
practical way to facilitate this investigation in their 
respective municipalities, and to make the information 
collected complete and accurate. 
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Third, That it is the sense of this conference that the 
executive and legislative officers of all municipalities, 
and the managers of all public service corporations, 
should promptly and cordially do whatever may be- 
come necessary on their part to expedite the work of 
this investigation, to the end that through it statistics 
may be secured that will be accepted by all persons as 
reliable bases for comparisons. 
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Law of Incorporated Companies 
Operating Under Municipal Franchises 

IS INVALUABLE: 

1. To members of Council granting or regulating the 

franchise rights of these companies. 

2. To members of the State Legislature enacting 

Laws affecting these companies. 

3. To City Solicitors or legal advisers of the 

municipal authorities or Boards granting or 
controlling franchise rights. 

4. To those interested in Municipal Control and 

Regulation of these public service companies. 

5. To those who would like to know the law relating 

to these companies. 

6. To attorneys for Gas, Electric Light, Electric 

Power, Telephone, Street Railway or Water 
Companies, etc. 

7. To those interested in these companies as direc- 

tors, ofificers, brokers or investors. 



IN THREE OCTAVO VOLUMES OF OVER 3,000 

PAGES, $J0,00, NET, DELIVERED. 

(1,000 Copies sold at $15.00.) 



The Official Library of Every riayor and Public Service Corporation 
Manaeer should contain this Book. 



THE ROBERT CLARKE COMPANY, 

Publishers, 
CINCINNATI, OHIO. 
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The Official Library of every Mayor and Public Service 
Corporation Manager should contain this Book. 



HISTORY AND ANALYSIS OF THE WORK. 



This book is the combined work of forty-eight experienced 
writers, extending over a period of three years, in collecting, 
digesting and presenting, in a clear and systematic form, the entire 
law of the United States, affecting Municipal Public Service Cor- 
porations [Water, Gas, Electric Light and Power, Street Railway 
and Telephone Companies, etc.] . To obtain the same information 
from original sources would require the examination of hundreds 
of volumes, many of which cannot be found outside their respect- 
ive states. 

This book contains: 

1. A brief discussion of the principles essential to securing 
the best service in connection with the industries considered — a 

fund of suggestive thought for the student of political economy, 
the legislator (state or municipal), and all others having to 
deal practically zuith tJiese important subjects. 

2. A general consideration of the underlying principles 
of the lazv upon which the legislation of the state and the rulings 
of the courts relative to these industries rest — principles which 
are not confined by state lines or to any considerable extent 
limited by local legislation. 

3. A specific and exhaustive consideration by states of all 
the provisions of /aw affecting these industries, whether consti- 
tutional, statutory or judicial — each state section prepared^ by a 
thoroughly capable practitioner of the state, interested in the 
questions considered and fully equipped to discuss them. 

4. A very full analytical index of the entire work arranged 
■with special reference to the ready comparison of the provi- 
sions of law of each state upon any given question. 

5. Appendices supplemental to these discussions. 
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WHAT IS THOUGHT OF IT. 



{From the Legal Intelligencer. 
Review by Ed-ward P. Allison, Editor.) 

The above work is a bulky one in three volumes. The 
subject is one of gravest importance. The book has been 
compiled with exhaustive labor and at immense expense, 
and is edited with great skill. It has seldom been our 
province to call the attention of our lay and professional 
readers to a work more worthy of their careful study, 
whether as lawyers or citizens. In speaking thus warmly 
we desire, however, to be credited with deliberately weigh- 
ing all that we 6ay, and we conclude our exordium by ref- 
erence to the work itself as vindicating our claim that "this 
we are ready to verify." 

This book ought to receive attention, not only from 
judges and lawyers, but from officers and shareholders of 
the public service, corporations of every kind, from bankers 
and brokers, from the officers of state and municipal govern- 
ments, and from members of the state legislatures and 
municipal councils. ■ Every city and state could well afford 
to buy a copy for every member of the legislature and 
councils, if they could have any assurance that such mem- 
bers could be induced to read the first 258 pages and 
the chapter on their respective State. The book is so 
clearly written that even the average member could not fail 
to get far more than one new idea on a subject upon which he 
is called almost daily to help legislate. A knowledge of 
underlying principles, such as members must acquire from 
a study of this work, would go far to save the public from 
much crude and costly legislation. It might not be amiss 
to amend the oath of office so as to include an affirmation 
that the member elect has read the first 258 pages of Foote 
on the Law of Incorporated Companies. 
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William T. Speak, Chief Justice. 
Joseph P. Bradbury \ 
John A. Shauck I 

Thad. a. Minshall \ Judges. 
Marshall J. Williams \ 
Jacob F. Burket / 

SUPREME COURT OF OHIO. 
consultation room. 

Columbus, Ohio. 
Dear Sir: — 

I have read with continuing interest and much 
profit your discussion of the economic principles 
involved, covering the first, 112 pages of volume 
one, and am prepared to testify to its great value as 
a philosophical treatise on the law of economics, as 
applied to the exercise of governmental power. I 
think your study of the subject an exhaustive one, 
valuable alike to the advanced student, practicing 
lawyer at the bar and the judge upon the bench. 

I have also found the general discussion by 
Mr. Everett, and the chapter relating to Ohio law, 
by Professor Brannan, excellent treatises in their 
respective fields, and characterized by the same clear 
thought and accurate statement which are shown in 
all the products of the pens of those accomplished 
lawyers. 

As a whole, I look upon the work as one of 
exceeding value; indeed, the most comprehensive 
and satisfactory of any book of the kind to which 
my attention has been called. 

Yours very respectfully, 

WILLIAM T. SPEAR. 
Allen R. Foote, Esq., Takoma Park, D. C. 
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Law of Incorporated Companies. 

James 'R. Day, Chancellor, 

SYRACUSE UNIVERSITY. 

Syracuse, N. Y. 
My Dear Mr. Foote : 

I have been reading the chapters on the "Eco- 
nomic Law of Labor and Property," and have been 
using with my students the parts on the laws of New 
York in your "Law of Incorporated Companies Oper- 
ating Under Municipal Franchises. " It strikes me 
that your economic positions are sound. Public 
industries should indeed have exclusive and untaxed 
franchises, and publicity of accounts, and they should 
be perpetual in the sense in which you employ the 
term, though a purchase clause would be safe for the 
municipality. I wish the companies themselves 
could see it your way. They would conciliate, if not 
stop the movement for public ownership. You pro- 
vide in the most ingenious and economically sound 
way for protection to the public, together with all the 
admitted advantages of private enterprise and econo- 
mies. In your book, however, the plan is vaguer 
than you would state it now, after discussion and 
criticism. I earnestly hope you will put it in revised 
shape for use of economists and people who are likely 
not to get it clearly from the book, and, indeed, who 
might be frightened by a legal work. You have 
brought out economic principles which, I am con- 
vinced, are greatly needed to be understood generally. 
With best regards. 

Yours sincerely, 

JOHN R. COMMONS, 
Late Professor of Sociology, Syracuse University. 
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University of Illinois, 

Post Offices School of Law. 

Champaign and Urbana. 

Mr. Allen Ripley Foote, Urbana, III. 

Takoma Park, D. C. 

Your own work on Corporations Under Municipal 
Franchises I know quite well, and come to appreciate 
it more and more as I get better acquainted with its 
contents. I consider it one of the great contributions 
to the science of municipal government in this country. 
My interest in the subject is rather on the legal side, 
and I do not believe in any great improvement until 
the structural basis of municipal organization is 
better understood. 

Again thanking you for your favor, I am, 
Yours respectfully, 

C. W. TOOKE. 



Marion, Ohio. 
Mr. Allen R. Foote, 

Takoma Park, D. C. 

Dear Sir: — Your work on "The Law of Incor- 
porated Companies Operating Under Municipal Fran- 
chises" I consider of very great value to the profes- 
sion. It is an assistant that will save great labor in 
the preparation of cases involving the subjects upon 
which it treats, and can but be highly appreciated by 
one who has it in his working library. 
Very respectfully, 

CALEB H. NORRIS, 

Judge, Third Ohio Circuit. 
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A REFERENCE BOOK OP GREAT VALUE FOR 

1. Officers of City Governments and Members of Municipal 

Councils. 

2. Officers of State Governments and Members of State 

Legislatures. 

3. Attorneys and Jurists. 

4. Officers and Stockholders of Public Service Corporations. 

5. Bankers and Brokers. 



The OKicial Library of every Mayor and Public Service Corpora- 
tion Manager should contain this Book. 



Three Octavo Volumes of over 3,000 pagfes. Bound in 

Law Sheep. Price, $10.00 net. Sent 

Prepaid on Receipt of Price. 
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